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H.R. 4685, THE ACCOUNTABILITY OF TAX 
DOLLARS ACT OF 2002 


TUESDAY, MAY 14, 2002 

House of Representatives, 

Subcommittee on Government Efficiency, Financial 
Management and Intergovernmental Relations, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:01 p.m., in room 
2247, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Putnam, Schakowsky, and Kan- 
jorski. 

Staff present: J. Russell George, staff director and chief counsel; 
Bonnie Heald, deputy staff director; Henry Wray, senior counsel; 
Rosa Harris, GAO detailee; Justin Paulhamus, clerk; David 
McMillen, minority professional staff member; and Jean Gosa, mi- 
nority clerk. 

Mr. Horn. This hearing of the Subcommittee on Government Ef- 
ficiency, Financial Management and Intergovernmental Relations 
will come to order. We’re here today to examine H.R. 4685, the Ac- 
countability of Tax Dollars Act of 2002, introduced by Representa- 
tive Patrick Toomey from Pennsylvania. Mr. Toomey will present 
the merits of his bill as our first witness. This legislation would ex- 
tend the requirement of annual audits to all Federal agencies with 
total annual budget authority of $25 million or more. 

Since fiscal year 1996, the Chief Financial Officers Act, as 
amended, has required the 24 major departments and agencies in 
the executive branch to prepare annual financial statements and 
have them audited. Although few of these Federal agencies can 
provide reliable and useful information on a day-to-day basis, the 
act’s requirement for audited financial statements has clearly 
brought agencies closer toward providing that sorely needed infor- 
mation. 

Few agencies dispute the benefits of the audit process. Last year, 
the General Accounting Office surveyed 26 non-Chief Financial Of- 
ficers Act agencies and found that 21 of the 26 believe that it is 
beneficial to have audited financial statements. 

Our second panel of witnesses will include a representative of the 
General Accounting Office, who will discuss that survey. In addi- 
tion, the panel will include representatives from four of the 26 
agencies that would be affected by the legislation. We also have a 
written statement from the chairman of the Securities and Ex- 

( 1 ) 
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change Commission which, without objection, will be included in 
the hearing record. 

I welcome all of our guests today and I look forward to your testi- 
mony. 

[The prepared statement of Hon. Stephen Horn and the text of 
H.R. 4685 follow:] 
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BERNARD SAWOERS. VERMONT, 
IWD6PENDENT 


Opening Statement 
Representative Steve Horn, R-CA 
Chairman, Government Efficiency, Financial 
Management and Governmental Relations 
May 14, 2002 


This hearing of the Subcommittee on Government Efficiency, Financial Management and 
hitergovemmental Relations will come to order. 

We are here today to examine H.R. 4685, the "Accountability of Tax Dollars Act of 
2002," introduced by Representative Patrick Toomey from Pennsylvania. Mr. Toomey will 
present the merits of liis bill as our first witness. This legislation would extend the requirement of 
annual audits to all federal agencies with total annual budget authority of $25 million or more, 

Since fiscal year 1996, the Chief Financial Officers Act, as amended, has required the 24 
major departments and agencies in the executive branch to prepare armuai financial statements 
and have them audited. Although few of these federal agencies can provide reliable and useful 
information on a day-to-day basis, the act's requirement for audited financial statements has 
clearly brought agencies closer toward providing that sorely needed information. 

Few agencies dispute the benefits of the audit process. Last year, the General Accounting 
Office surveyed 26 non-CFO Act agencies and found that 21 of the 26 believe that it is beneficial 
to have audited financial statements. 

Our second panel of witnesses will include a representative of the General Accounting 
Office who will discuss that survey. In addition, the panel will include representatives from four 
of the 26 agencies that would be affected by the legislation. We also have a written statement 
fi'om the chairman of the Securities and Exchange Commission, which without objection will be 
included in the hearing record. 

I welcome all of our witnesses today, and I look forward to your testimony. 
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'TH CONGEESS f f f-% A£*0^ 

2d Session 40oD 

To amend title 31, United States Code, to expand the types of Federal 
agencies that are required to prepare audited financial statements. 


IN THE HOUSE OP REPRESENTATIVES 

May 8, 2002 

Mr. TOOMEY (for himself, Mr. KaNJOESKI, Mr. SOUDER, Mr. KbrNS, Mrs. 
COBIN, Mr. TancredO, Mr. SCHAFPER, and Mr. CANTOR) introduced 
the following bill; which was referred to the Committee on Government 
Reform 


A BILL 

To amend title 31, United States Code, to expand the types 
of Federal agencies that are required to prepare audited 
financial statements. 

1 Be it enacted hy the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the “Accountability of Tax 


5 Dollars Act of 2002”. 
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2 

1 SEC. 2. AMENDMENTS RELATING TO AUDITING REQUIRE- 

2 MENT FOR FEDERAL AGENCY FINANCIAL 

3 STATEMENTS. 

4 (a) In General. — Section 3515 of title 31, United 

5 States Code, is amended — 

6 (1) in subsection (a) — 

7 (A) by striking “Not later” and inserting 

8 “(1) Except as provided in paragraph (2), not 

9 later”; 

10 (B) by striking “each executive agency 

11 identified in section 901(b) of this title” and in- 

12 serting “each covered executive agency”; 

13 (C) by striking “1997” and inserting 

14 “2003”; and 

15 (D) by adding at the end the follovdng: 

16 “(2) A covered executive agency is not required to 

17 prepare an audited financial statement under this section 

18 for any fiscal year for which the total amount of budget 

19 authority available to the agency is less than 

20 $25,000,000.”; 

21 (2) in subsection (b) by striking “an executive 

22 agency” and inserting “a covered executive agency”; 

23 (3) in subsection (c) and (d) by striking “execu- 

24 tive agencies” each place it appears and inserting 

25 “covered executive agencies”; and 

26 (4) by adding at the end the following: 


•HR 4685 m 
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1 “(e) The term ‘covered executive agency’ — 

2 “(1) means an executive agency that is not re- 

3 quired by another provision of Federal law to pre- 

4 pare and submit to the Congress and the Director 

5 of the Office of Management and Budget an audited 

6 financial statement for each fiscal year, covering all 

7 accounts and associated activities of each office, bu- 

8 reau, and activity of the agency; and 

9 “(2) does not include a corporation, agency, or 

10 instrumentality subject to chapter 91 of this title.”. 

1 1 (b) Waiver Authority. — 

12 (1) In general. — The Director of the Office of 

13 Management and Budget may waive the application 

14 of all or part of section 3515(a) of title 31, United 

15 States Code, as amended by this section, for finan- 

16 cial statements required for the first 2 fiscal years 

17 beginning after the date of the enactment of this Act 

18 for an agency described in paragraph (2) of this 

19 subsection. 

20 (2) Agencies described. — ^A n agency referred 

21 to in paragraph (1) is any covered executive agency 

22 (as that term is defined by section 3515(e) of title 

23 31, United States Code, as amended by this sub- 

24 section (a) of this section) that is not an executive 


•HR 468S ni 
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4 

1 agency identified in section 901(b) of title 31, 

2 United States Code. 

O 
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Mr. Horn. And we will first have the gentleman from Pennsyl- 
vania, Mr. Toomey, explain his proposal. 

STATEMENT OF THE HON. PATRICK J. TOOMEY, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF PENNSYL- 
VANIA 

Mr. Toomey. Thank you very much, Chairman Horn. I appre- 
ciate you conducting this hearing today. 

Specifically, I want to thank you for two things: one, for giving 
me the opportunity to testify on H.R. 4685, the Accountability of 
Tax Dollars Act, and for taking an interest in the bill. 

I’d also like to thank you for your leadership in the need to im- 
prove financial management practices of Federal agencies and for 
making agencies more accountable to taxpayers. 

I first introduced the Accountability of Tax Dollars Act in the 
106th Congress as a good government measure to combat waste, 
fraud and abuse at Federal agencies. I recently reintroduced this 
legislation with bipartisan support, including the support of one 
subcommittee member, Mr. Kanjorski of Pennsylvania, as an origi- 
nal cosponsor. I decided to introduce legislation when I learned, to 
my surprise, that many Federal agencies are simply not required 
by law to prepare audited financial statements, even though this 
is a fundamental part of good management and oversight. 

So why do we need this bill? Well, first, oversight of Federal 
agencies is certainly a fundamental responsibility of Congress, and 
it’s a responsibility we should not shirk. But to carry out that re- 
sponsibility, we need to see audited financial statements that can 
be relied upon. 

Second, we also have a responsibility to the taxpayers to monitor 
how their tax dollars are spent, but also to enable them to see how 
their tax money’s being spent and to ensure that it is spent most 
efficiently. 

Third, required audited financial statements is really a reason- 
able standard of oversight. In fact. Federal law currently requires 
publicly held private companies with budgets of a lot less than $25 
million, which is the threshold in my bill, to file audited financial 
statements with the SEC. Ironically, the SEC itself does not have 
to prepare their own statement. 

At my request, the GAO did a survey of agencies who are not re- 
quired to prepare audited financial statements in order to deter- 
mine several things: first, whether $25 million is a cost-effective 
threshold for requiring audits; second, what degree of effort would 
be required for agencies to comply with that requirement; and fi- 
nally, whether non-CEO agencies that voluntarily conduct these 
audits have realized any benefits for doing so. 

The GAO survey say that overall the surveyed agencies reported 
they either achieved significant benefits or they anticipate achiev- 
ing such benefits from auditing financial statements. Twenty-one of 
the 26 agencies reported that Eederal agencies should, in their 
opinion, have their financial statements audited. All of the sur- 
veyed agencies that have voluntarily audited reported significant 
benefits from those audits, including enhancing accountability, 
identifying inefficiencies and weaknesses, improving internal con- 
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trols, meeting statutory requirements and monitoring assets and li- 
abilities. 

I think one of the most convincing results of the GAO survey was 
that 13 of the 14 agencies who do not currently prepare audited fi- 
nancial statements reported that the absence of a statutory re- 
quirement was a primary reason that they do not do so. The list 
of agencies not required to audit financial statements includes 
some very large agencies charged with significant regulatory fidu- 
ciary responsibilities, including the Federal Communications Com- 
mission, the Securities and Exchange Commission, and the Na- 
tional Labor Relations Board. 

As the members of this committee know, the Chief Financial Of- 
ficers [CFO] Act currently requires the 24 major agencies and de- 
partments to prepare and audit financial statements annually. This 
information provides Congress with valuable insight into the agen- 
cies’ financial systems and, most importantly, performance results. 
H.R. 4685, the Accountability of Tax Dollars Act of 2002, would 
simply extend the CFO requirements currently imposed on the 
major agencies to all Federal agencies with gross budget authority 
of at least $25 million. The agencies that would be covered by this 
bill have a combined annual budget of roughly $20 billion, a signifi- 
cant amount of money that, frankly, should be accounted for more 
rigorously. 

Now, understanding that some of the agencies will be required 
to fully implement the requirements of the CFO Act, H.R. 4685 
gives the 0MB Director discretion for the first 2 years of imple- 
mentation to waive application of all or part of the requirements. 

In our current climate of budget constraints, a Federal agency 
should being able to demonstrate measurable outcomes in the 
budget process. Audits make agency transactions public, so an 
agency can be evaluated on how well their programs performed and 
whether the public received the benefits they’re intended to. And 
frankly, rewarding success can only be achieved with complete and 
accurate financial information available. I believe H.R. 4685 would 
take us one step closer to achieving this goal of proper oversight. 

I’d like to thank the GAO and Gary Engel, in particular, who is 
testifying today for their work on this issue. I relied on their exper- 
tise and insight regarding the benefits of the audit process for af- 
fected agencies when crafting the bill. I also look forward to the 
testimony of the representatives of the agencies who would be cov- 
ered by this bill, including the experience of those agencies that 
have voluntarily submitted to audits in the past and achieved good 
results. 

Again, thank you for bringing attention to this bill and for giving 
me the chance to make my presentation. I’d be happy to answer 
any questions you might have. 

[The prepared statement of Hon. Patrick J. Toomey follows:] 
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Rep. Patrick J. Toomey (R-PA) 
Testimony before the House Subcommittee on 
Government Efficiency, Financial Management, 
and Intergovernmental Relations 

May 14, 2002 

H.R. 4685. The Accountability of Tax Dollars Act 


I would like to thank Chairman Horn, Ranking Member Schakowsky, and 
the other members of the subcommittee for being here today. Mr. Chairman, I 
would like to thank you for two things today. 

First, thank you for giving me the opportunity to testify about H.R. 4685, 
the Accountability of Tax Dollars Act, and for taking an interest in the bill. 
Second, I’d like to thank you for your leadership on the need to improve financial 
management practices at federal agencies and make agencies more accountable to 
taxpayers. 

I first introduced The Accountability of Tax Dollars Act in the 106th 
Congress as a good government measme to combat waste, fraud, and abuse at 
federal agencies, I recently reintroduced this legislation with bipartisan support. I 
decided to introduce legislation when I learned, to my surprise, that many federal 
agencies are not required by law to prepare audited financial statements, even 
though this is a fundamental part of good management and oversight. 

Why do we need this bill? First, oversight of federal agencies is a 
fundamental responsibility of Congress, and we should not shirk this 
responsibility. We need to review agency financial statements that can be relied 
upon. Second, we also have a responsibility to the taxpayers to monitor how their 
tax dollars are spent and guarantee that their money is used efficiently. 

Third, requiring audited financial statements is a reasonable standard of 
oversight. In fact, the Securities and Exchange Act requires publicly held private 
companies with budgets significantly lower than the $25 million threshold in my 
bill to file audited financial statements with the Securities and Exchange 
Commission (SEC) who, ironically, do not have to prepare their own. 

At my request, the U.S. General Accounting Office (GAO) did a survey of 
agencies not currently required to audit financial statements in order to determine 
whether $25 million is a cost-effective threshold for requiring audits, what degree 
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of effort would be required for agencies to implement the requirement, and 
whether agencies that voluntarily audit have realized benefits. 

The GAO survey stated that, overall, the surveyed agencies reported they 
either achieved significant benefits or anticipated achieving such benefits from 
auditing financial statements. Specifically, 21 of the 26 surveyed agencies 
reported that federal agencies should have their financial statements audited. 

All of the surveyed agencies that have voluntarily audited reported 
significant benefits from those audits like enhancing accountability, identifying 
inefficiencies and weaknesses, improving internal controls, meeting statutory 
requirements, and monitoring assets and liabilities. One of the most convincing 
results of the GAO survey was that 13 of the 14 agencies who do not prepare 
audited financial statements reported that the absence of a statutory requirement 
was a primary reason for not auditing. 

The list of agencies not required to audit financial statements includes large 
agencies charged with significant regulatory and fiduciary responsibilities, like the 
Federal Communications Commission and the Securities and Exchange 
Commission. 

The Chief Financial Officers (CFO) Act currently requires the 24 major 
agencies and departments to prepare and audit financial statements annually. This 
information provides Congress with valuable insight into agencies’ financial 
systems and, most importantly, performance results. 

H.R. 4685, The Accountability of Tax Dollars Act of 2002, would extend 
the CFO Act requirements currently imposed on the major agencies to all federal 
agencies with gross budget authority of $25 million. The agencies that would be 
covered by this bill have a combined annual budget of roughly $20 billion, a 
significant amount of money that should be accounted for more rigorously. 

Understanding that some effort at the agencies will be required to fully 
implement the requirements of the CFO Aet, H.R. 4685 gives the Director of the 
Office of Management and Budget the discretion for the first two years of 
implementation to waive application of all or part of the requirements. 

In our current climate of budget constraints, a federal agency should be able 
to demonstrate measurable outcomes in the budget process. Audits make agency 
transactions public so an agency can be evaluated on how well their programs 
performed and whether the public received any benefit. Rewarding success can 
only be achieved with complete and accurate financial information. I believe H.R 
4685 takes us one step closer to achieving this goal. 
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I want to thank GAO for their work looking into this issue. I relied on their 
expertise and insight regarding the benefits of the audit process for affected 
agencies when crafting H.R. 4685. 

I also look forward to the testimony of the representatives of agencies who 
would be covered by this bill, including the experience of those agencies that have 
voluntarily submitted to audits in the past, and achieved good results. 

Thank you again for bringing attention to The Accountability of Tax 
Dollars Act, and for giving me a chance to discuss the bill. 



13 


i 

^ G A O 

A^f-ni irttability • Inlpgrily • Reliability 

United States General Accounting Office 
Washington, DC 20548 


December 14, 2001 

The Honorable Patrick J, Toomey 
House of Representatives 

Subject: Survey Results of Selected Non-CFO Act Agencies’ Views on Having 
Aiiditeri Financial Statements 

Dear Mr. Toomey: 

This letter summarizes the information we provided during a November 30, 2001, 
briefing to your office. Based on your April 30, 2001, letter to the Comptroller General 
and subsequent discussions with your office, we conducted a survey of 26 agencies 
that are not subject to the Chief Financial Officers Act of 1990 (CFO Act). The CFO 
Act, as expanded by the Government Management Reform Act of 1994, requires 24 
major executive branch departments/agencies to prepare annual financial statements 
and have them audited. Of the 26 non-CFO Act agencies that we surveyed, 12 
agencies have prepared and had their financial statements audited within the past 5 
years. 

The objectives of the survey were to determine the 

■ benefits achieved or anticipated by the surveyed agencies from preparing 
financial statements and having them audited; 

• degree of effort or anticipated effort for the surveyed agencies to prepare 
financial statements and have them audited; 

■ factors, including budget authority, that should be considered in determining 
whether agencies should prepare financial statements and have them audited; and 

■ surveyed agencies’ views about whether, in general, agencies should have their 
financial statements audited. 

The enclosed briefing slides summarize the survey responses as provided to you in 
the November 30, 2001, briefing. The attachment to the briefing slides lists, by 
surveyed agency, the amounts of assets, liabilities, revenue, and expenses that the 
agencies reported to the Department of the Treasury for fiscal year 2000, as well as 
certain agency baseline information, such as budget authority, the number of offices, 
and agency functions. Pages 13 and 14 of the enclosure discuss the scope and 
methodology of our work. Where appropriate, we discussed certain responses to the 
questionnaire with agency officials, but we did not independently verify the 
information provided by the respondents. In addition, we sent agency-specific data 
presented in the slides to the respective agencies for their review. We performed our 
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work from June 2001 through November 2001 in accordance with U.S. generally 
accepted government auditing standards. 

Results in Brief 

All 26 of the surveyed agencies responded to our survey. Overall, the surveyed 
agencies reported that they either achieved significant benefits or would anticipate 
achieving such benefits from having audited financial statements. The level of effort 
to prepare financial statements and prepare for an audit of such statements varied 
significantly with the size and other characteristics of the agencies. In determining 
whether agencies should prepare financial statements and have them audited, 
respondents identified a combination of factors that should be considered, including 
budget authority, key financial statement amounts, and the type of agency operations. 
For example, the surveyed agencies reported that an agency’s fiduciary 
responsibilities and risks associated with the agency’s operations were the most 
important factors to consider. Irrespective of the importance of such factors, 21 of 
the 26 agencies reported that federal agencies, in general, should have their financial 
statements audited. 

Benefits Achieved or Anticipated by the Surveyed Agencies From Preparing 
Financial Statements and Having Them Audited 

The 12 surveyed agencies that have had their financial statements audited generally 
reported significant benefits from those audits. The most significant benefits cited are 
enhancing accountability and identifying inefficiencies and weaknesses. Other 
significant benefits included improving internal control, enhancing the public’s 
perception of the agency, meeting statutoiy requirements, and monitoring assets and 
liabilities. The 14 surveyed agencies that have not had audited financial statements 
reported that they would anticipate benefits from such audits, but to a much less 
extent than the achieved benefits reported by the 12 surveyed agencies that have had 
their financial statements audited. 

We asked these 12 audited agencies whether the benefits of their first audit and 
subsequent audits outweighed the costs and whether their audits were more or less 
beneficial than expected. Half of the 12 agencies responded that the benefits achieved 
outweighed the costs for the first audit, and about three-fourths of the agencies 
responded that the benefits achieved outweighed the costs for subsequent audits. Ten 
of the 12 agencies (83 percent) responded that their audits were more beneficial than 
or about as beneficial as expected. 

Degree of Effort or Anticipated Effort for the Surveyed Agencies to Prepare 
Financiai Statements and Have Them Audited 

For the 12 surveyed agencies that have had their financial statements audited, the 
reported level of effort to prepare financial statements and to prepare for an audit 
varied significantly with the size and other characteristics of the agencies. For 
example, the reported number of staff days to prepare for the first audit ranged from 
50 to 750 days, and the estimated fiscal year 2000 audit costs ranged from $ 1 1 ,000 to 
$350,000. Frequently reported steps that these agencies had taken to prepare for their 
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first and subsequent audits are (1) improving or replacing financial management 
systems, (2) hiring additional financial management personnel, (3) training financial 
management personnel, and (4) performing significant manual procedures (for first 
audits) . 

For the 14 surveyed agencies that have not had their financial statements audited, the 
most frequently cited anticipated steps needed to prepare for a first audit are 
(1) hiring consultants, (2) training financial management personnel, and 
(3) requesting additional funding. 

Factors That Should Be Considered in Determining Whether Agencies Should 
Prepare Financial Statements and Have Them Audited 

According to the 26 surveyed agencies, the most important factors that should be 
considered in determining whether agencies should have audited financial statements 
are (1) whether the agency has fiduciary responsibilities and (2) risks associated with 
the agency’s operations. The surveyed agencies believe that of equal importance to 
the amount of budget authority an agency receives are the amounts of an agency’s 
assets and liabilities. Other important factors include whether the agency receives 
nongovernmental funding and the amounts of an agency’s revenue and expenses. 

Of the 14 surveyed agencies that have not had their financial statements audited, 13 
reported that the absence of a statutory requirement to do so was a reason that they 
have not had such audits. Other reasons cited by 6 of the 14 agencies include an 
insufficient number of financial management personnel and insufficient funding. 

General Views About Whether Agencies Should Have Their Financial 
Statements Audited 

Twenty-one of the 26 surveyed agencies, including all 12 agencies that have had their 
financial statements audited, reported that, in general, agencies should have their 
financial statements audited. The remaining 5 surveyed agencies, which had budget 
authority ranging from about a quarter of a million dollars to a third of a billion 
dollars, expressed the opposite point of view. 


The factors that the surveyed agencies considered to be important in determining the 
need for having audited financial statements, such as fiduciary responsibilities, risks 
associated with the agency’s operations, and the magnitude of budget authority and 
key financial statement amounts, are generally consistent with our views. Our long- 
standing position has been that the preparation and audit of financial statements 
contribute to reliable, timely, and useful financial information. Such information is 
important in helping management ensure accountability, measure and control costs, 
and make timely and fully informed decisions. Preparing audited financial statements 
also leads to improvements in internal control and financial management systems. 
Hence, we view much of the effort to prepare financial statements and have them 
audited as an integral part of effective financial management. 
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We are sending copies of this letter to the surveyed agencies, the Chief Financial 
Officer, Executive Office of the President, the Director of the Office of Management 
and Budget, and interested congressional committees. Copies will also be made 
available to others upon request. This letter will also be available on GAO’s home 
page at http://www.gao.gov . 

If you or your staff have any questions regarding this letter, please contact me at 
(202) 512-3406 or Kent Bowden, Assistant Director, at (202) 512-5270. Other key 
contributors to this assignment were Kimberly Graham, Casey Keplinger, Stanley 
Kostyla, and LaShawnda Wilson. 

Sincerely yours, 

Gary T. Engel 
Director 

Financial Management and Assurance 
Enclosure 
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Survey Results of Selected Non-CFO Act 
Agencies’ Views on Having 
Audited Financial Statements 


Briefing to the Honorable Patrick J. Toomey 
House of Representatives 

November 30, 2001 
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• Introduction 


• Objectives 

• Results in Brief 

• Scope and Methodology 

• Background 

• Agency Responses to Our Survey 

• Benefits of Financial Statements (FS) Audits 

• Effort to Have FS Audits 

• Factors to Consider in Determining Need for FS Audits 

• General Views Regarding Whether Agencies Should Have FS 
Audits 
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Introduction 


• The Chief Financial Officers Act of 1990 (CFO Act), as amended, 
requires 24 major executive departments/agencies to prepare financial 
statements annually and have them audited. 


• We selected 26 agencies that are not subject to the CFO Act, as 

amended. We obtained relevant data from these agencies and surveyed 
them regarding their views on having audited financial statements. Of 
the 26 agencies that we surveyed: 

• 12 agencies have prepared and had their financial statements 
audited within the past 5 years, and 

• 14 agencies have not done so. 
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Based on your letter and subsequent discussions with your staff, we 
surveyed selected non-CFO Act agencies to determine the 


• benefits achieved or anticipated by the surveyed agencies from 
preparing financiai statements and having them audited; 

• degree of effort or anticipated effort for the surveyed agencies to 
prepare financial statements and have them audited; 

• factors, inciuding budget authority, that the surveyed agencies 
believe should be considered in determining whether agencies 
should prepare financial statements and have them audited; and 


• surveyed agencies’ views about whether, in general, agencies 
shouid have their financiai statements audited. 
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Results in Brief 

Benefits of FS Audits 


• The 12 surveyed agencies that have had their financial statements 
audited generally reported significant benefits from those audits. The 
most significant benefits are enhancing accountability and identifying 
inefficiencies and weaknesses. Other significant benefits include 
improving internal control; enhancing the public's perception of the 
agency; meeting statutory requirements; and monitoring assets, 
liabilities, and net position. 


• The 14 surveyed agencies that have not had audits of their financial 
statements reported anticipated benefits for such audits, but to a much 
less extent than the achieved benefits reported by the 12 agencies that 
have had their financial statements audited. 
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Results in Brief 

Effort to Have FS Audits 


• The level of effort required by the 12 surveyed agencies that have had 
their financial statements audited to prepare financial statements and to 
prepare for an audit varied significantly with the size and other 
characteristics of the agencies. 

• The number of staff days to prepare for the first audit ranged from 
50 to 750 days, and the estimated FY 2000 audit costs ranged from 
$1 1 ,000 to $350,000. 

• Steps taken to prepare for the first and subsequent audits varied 
significantly. Such steps included performing significant manual 
procedures, improving or replacing financial management systems, 
hiring additionai financial management personnel, and training 
financial management personnel. 

• The most frequently anticipated steps to be taken to prepare for the first 
audit, as reported by the 14 surveyed agencies that have not had their 
financiai statements audited, are hiring consultants, training financial 
management personnel, and requesting additional funding. Other 
anticipated steps reported include reorganizing business processes and 
performing significant manual procedures. 
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Results in Brief 

Factors to Consider 
in Determining Need for FS Audits 


• According to the 26 surveyed agencies, the most important factors that 
shouid be considered in determining whether agencies shouid have 
audited financiai statements are (1) whether the agency has fiduciary 
responsibiiities and (2) risks associated with the agency’s operations. Of 
equai importance to the amount of budget authority an agency receives 
are the amounts of agency assets and liabilities. Other important factors 
include whether the agency receives nongovernmental funding and the 
amounts of agency revenue and expenses. 


• Of the 1 4 surveyed agencies that have not had their financial statements 
audited, 13 reported that the absence of a statutory requirement to do so 
was a reason that they have not had such audits. Other reasons cited by 
6 of the 14 agencies for not having their financial statements audited 
include an insufficient number of financial management personnel and 
insufficient funding. 


7 


Page 11 


GAO-02-281R Survey of y^encies’ Views on Audited Financial Statements 



24 


Enclosure 


4 G A 0 

** I ■ ' Inaqflh • R^&i 


Results in Brief 

General Views of Surveyed Agencies 
Regarding Whether Agencies Should Have FS Audits 


• 21 of the 26 surveyed agencies, including the 12 agencies that have had 
their financiai statements audited, reported that, in generai, agencies 
shouid have their financiai statements audited. 
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Scope and Methodology 


To accomplish our objectives, we: 

• Identified 28 executive branch entities that, based on previous work (1) 
were not subject to the CFO Act, as amended, (2) had budget authority of 
at least $10 million,'' and, (3) with one exception,^ were not required by 
statute to have their financial statements audited. As agreed with your 
office, we did not include the Central Intelligence Agency Retirement Fund 
or the Executive Office of the President (EOP)® in the scope of our survey, 
leaving 26 agencies for our survey. 


^ In August 2000, we provided your staff a list of these 28 agencies as requested. Each of the agencies 
had budget authority for fiscal year (F^ 1999 of at least $10 million. 

2The legislation establishing one of the agencies, the U.S. Institute of Peace, requires that the 
Institutes financial statements be annually audits under private sector auditing standards. 

^Public Law 106-58, Treasury and General Government Appropriations Act, 2000, established the 
position of Chief Financial Officer (CFO) for EOP. The CFO, 'Mio was appointed in August 2001 , and 
his staff, have informed us that EOP plans to address financial systems needs, have its auditability 
assessed, and then have financial statements audits. 
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i (j (3 Scope and Methodology 

• Obtained and reviewed certain documents that relate to the 26 seiected 
executive branch agencies, including audited financiai statements, where 
available. 

• Developed, pretested, and used a questionnaire to survey the 26 agencies, 
and summarized their responses. Because many of the survey questions 
requested the agencies’ views, the agencies’ responses to those questions 
represent their perspectives and judgments. We discussed certain 
responses with agency officials, but did not independently verify the 
reiiabiiity of the information provided. 

• Sent agency-specific data presented in the siides to the respective 
agencies for their review. 

• Performed our work from June 2001 through November 2001 in 
accordance with U.S. generaliy accepted government auditing standards. 
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Background 

Key Legislation Requiring FS Audits 


• Securities Exchange Act of 1934 - Requires pubiiciy held private sector 
companies to fiie annual audited financial statements with the Securities 
and Exchange Commission. 


• Chapter 91 of Title 31 , United States Code, commonly called the 

Government Corporation Control Act - Requires government corporations, 
such as the Export-Import Bank of the United States, to have their annual 
financial statements audited. 


• Single Audit Act of 1984, as amended - Requires each nonfederal entity that 
expends a total amount of federal awards equal to or in excess of $300,000 
in any fiscal year to have either a single audit or a program-specific audit 
made for such fiscal year. 


• Chief Financial Officers Act of 1990, as expanded by the Government 
Management Reform Act of 1994 - Requires 24 major executive branch 
departments/agencies to prepare financial statements annually and have 
them audited. 


• Agency-specific legislation - Requires certain agencies, such as United 
States Postal Service, to have their annual financial statements audited. 
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Background 

Types of FS Audits and Related Procedures 


• Full-scope audits of financial statements, performed in accordance with 
either of two relevant standards: 

• Generally Accepted Government Auditing Standards (GAGAS) - 
federal standards 

• Generally Accepted Auditing Standards (GAAS) - nonfederal 
standards (private sector) 

• Audit scope that includes only selected financial statements (for 
example, balance sheet audits) 

• Targeted procedures: 

• Audit of certain elements or accounts 

• Agreed-upon procedures applied to certain elements or accounts 

• Internal control testing 

• Compliance testing 

• Test of sensitive payments 

• Review of financial statements (less than an audit) 
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Background 

Agency Information 


• The 26 executive branch agencies we surveyed are generally 

independent agencies that have commissions or boards appointed by 
the President. 


• 2 of the 26 surveyed agencies each received more budget authority 
than the CFO Act agency with the least budget authority for FY 2000 
(Nuclear Regulatory Commission - $465 million). 


• 1 2 of the 26 agencies have had their financial statements audited within 
the past 5 years (these agencies are subsequently referred to in this 
briefing as agencies that nave had their financial statements audited). 
For FY 2000, 7 of these audits were conducted under GAGAS, 3 were 
conducted in accordance with GAAS, and 2 agencies did not have such 
audits for FY 2000. 

• Only the 1 0 agencies that had their financial statements audited for FY 
2000 prepared financial statements for that year. The remaining 1 6 
agencies did not do so. 
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Have Had FS Audits 

Defense Nuclear Facilities Safety Board'' 
Farm Credit System Insurance Corporation 
Federal Communications Commission 
Federal Housing Finance Board 
Federal Mediation and Conciliation Service 
Federal Trade Commission 
International Trade Commission^ 

Office of Navajo and Hopi Indian Relocation 

Railroad Retirement Board 

U.S. Court of Appeals for Veterans Claims^ 

U.S. Holocaust Memorial Museum 

U.S. Institute of Peace 


Have Not Had FS Audits 

Commodity Futures Trading Commission 
Consumer Product Safety Commission 
Equal Employment Opportunity Commission** 
Federal Election Commission 
Federal Labor Relations Authority 
Institute of Museum and Library Services 
Merit Systems Protection Board 
National Archives and Records Administration^ 
National Endowment for the Arts 
National Endowment for the Humanities 
National Labor Relations Board 
National Transportation Safety Board* 
Securities and Exchange Commission 
Selective Service System 


’Defense Nuclear Facilities Safety Board has balance-sheet-only audits every 3 to 5 years, most recently for FY 1997. It did not 
prepare FY 2000 FS. 

2|ntemational Trade Commission discontinued audits of its finarKlal statements, effective for FY 1 999. It did not prepare FY 2000 FS. 
®U.S. Court of Appeals for Veterans Claims' first audit was of its FY 2000 FS. 

‘Equal Employment Opportunity Commission and National Transportation Safety Board have indicated that friey plan to have FS 
audits within the next 5 years. 

»National Archives and Records Administration has annual FS audits of three trust aid fevolving funds. 


GAO'02-281R Survey of Agencies’ Views on Audited Financial Statements 




31 








32 


Enclosure 


P G A 0 

g— AcwurattW^iiTtegrlty • 


Survey Responses - Benefits 

Number of Agencies That Reported Having Achieved 
FS Audit Benefits to Very Great or Great Extent 


Achieved Benefits 



Number of Agencies 


■ Agencies thd 
have had FS 
audits- very 
great extent 


□ Agencies that 
have had FS 
audits-great 
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Anticipated Benefits 

Improve financial management systems 


Improve reliability of financial management information 


Improve internal control 


Enhance accountabiity 


Enhance perception of the agency 


Identify costs of providng government s< 


!\s, liabilities, and net position 


Meet statutory requirements 


Identify actual costs or savings 


Facilitate external funding 



□ Agencies diat 
have not had 
FS audits- 
great extent 


GAO-02-281R Survey of Agencies’ Views on Audited Financial Statements 



34 


Enclosure 


i GAO 


Survey Responses - Benefits 

Benefits Achieved Versus Expectations 
for Surveyed Agencies That Have Had FS Audits 



Audit substantially 
more beneficial 
than expected 
33% 


Audit substantially 
less beneficial than 
expected 
17% 


Audit about as 
beneficial as 
expected 
50% 


Note: None of the surveyed agencies that have had FS audits responded that the audit was somewhat 

more beneficial than expected, that it was somewhat less beneficial than expected, or that they were not able to judge. 
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Benefits substantially 
outweigh the costs 
42% 


Benefits somewhat 
outweigh the costs 


Not able to judge 



Costs substantially 
outweigh the benefits 
17% 


Benefits about equal to 
the costs 
25% 


Note: None of the surveyed agencies that have had FS audits responded that the costs somewhat outweigh the benefits. 
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Benefits substantially 
outweigh the costs 


Costs substantially 
outweigh the benefits 
18% 



Benefits about equal 
to the costs 
9% 


Benefits somewhat 
outweigh the costs 
18% 


Note: None of the surveyed agencies that have had FS audits responded that the costs somewhat outweigh the benefits or 
that they were not able to judge. One of these 12 surveyed agencies is not included in this chart because FY 2000 was 
the agency's first FS audit. 


GAO'02-281R Survey of Agencies’ Views on Audited Financial Statements 



37 


Enclosure 


i GAO 

Ac«)giisiai<iay* tnsgflty ♦ 


Survey Responses - Effort 

Reported Level of Effort for Surveyed Agencies That 
Had Their First FS Audit Within the Past 5 Years 


Agencies that had their first FS audit within the past 5 years 

Range ot budget authority’ 

Number of 
agencies 

Calendar weeks to 
prepam for first audit 

staff days to 
prepare for first 
audit 

Less than $25 million 

1 

4 

50 

$25 million to $150 miiiion 

2 

(agency 1) 24 

(agency 1) 120 

(agency 2 ) 52 

(agency 2) 180 

Greater than $6 billion 

1 


750 


’Budget authority data was obtained from the FY 2002 President’s Budget. None of the surveyed 
agencies that have had FS audits had FY 2000 budget authority between $1 50 miiiion and $6 biiiion. 
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Survey Responses - Effort 

Reported Level of Effort for Surveyed 
Agencies That Have Had FS Audits 


Agencies that have had FS 
audits' 

Typical number of calendar weeks to 
prepare finandal statements 

Typical number of staff days to 
prepare financial statements 

Range of budget 
authority’ 

Number 

of 

agencies 

Low 

High 

Average 

Low 

High 

Average 

Less than $25 million 

3 

1 

4 

2.7 

5 

80 

33.3 

$25 million to $150 
million 

4 

3 

6 

4.1 

17.5 

40 

29.4 

Greater than $6 billion 

2 

8 

10 

g 

50 

120 

85 


’3 of the agencies that have had FS audits dd not provide a response. 

^Budget authority data was obtained from the FY 2002 President’s Budget. None of the surveyed agencies that have 
had FS audits had FY 2000 budget authority between $150 million and $6 billion. 
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Survey Responses - Effort 

Reported Audit and Related Costs for 
Surveyed Agencies That Had FY 2000 FS Audits 


Range of budget 
authority’ 

Number 

of 

agencies 
that had 
FY2000 
FS 

audits’ 

Estimated costs of FS audits 
performed by contractor or Office of 
Inspector General 

Other estimated costs related to FS 
audits 

Low 

High 

Average 

Low 

High 

Average 

Less than $25 million 

4 

$11,000 

$54,512 

$29,525 

$0 

$9,300 

$2,325 

$25 million to $150 
million 

4 

$26,000 

$100,000 

$54,000 

$0 

$15,000 

$5,750 

Greater th^ $6 billion 

2 

$220,000 

$350,000’ 

$285,000 

$2,000 

$1,218,000’ 

$610,000 


^ Budget authority data was obtained from the P/ 2002 President’s Budget. None of the surveyed agencies that 
have had FS audits had FY 2000 budget authority between $1 50 million and $6 billion. 

of the 12 surveyed agencies that have had FS audits, International Trade Commission and Defense Nuclear 
Facilities Safety Board, did not have FS audits for FY 2000. 

^he surveyed agency that reported FS audit costs of $350,000 ^so reported related costs of $1 ,21 8,000 for 
consultants to assist the agency in preparing for the FS audit. This agency reported that it took each of the 
steps described on the following slide during its first or subsequent year audits. 
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Anticipated Steps 

Use consultants to advise the agency in preparing for audit H 

Train financial management personnel B 

Request additional funding B 

Reorganize business processes B 

Perform significant manual procedures B 

Hire more qualified financial management personnel B 

Obtain additional information technology support B 

Contract for finandal management personnel B 

Hire additional financial management personnel B 

Increase integration of financial management systems B 

Replace financial management systems B 

Improve existing financial management systems | 

Note: One surveyed agency that has not had an FS o 
audit reported a lack of property records as a 
challenge in obtaining an audit of it s FS. 



Number of Agencies 
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Survey Responses - Effort 

Antidpated Systems Modifications to Prepare for First 
Audit by Surveyed Agencies That Have Not Had FS Audits 



Systems would require a 
moderate level of 
modification 
22 % 


No response 
14% 


Systems would have to 
be replaced 
14% 


Systems would require 
no modification 
36% 


Systems would require 
some modification 


14% 


Note: None of the 14 surveyed agencies that have not had FS audits responded that their systems would require significant 
modifications. Ali of these agencies responded that they use the services of other agencies or contractors to perform 
financial management functions. 
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Survey Responses - Factors 

Ranking of Importance by Surveyed Agencies of Factors 
to Consider in Determining Need for FS Audits 


Factors to Consider 
Risks associated with the agency's operations 

Rduciary respor^ibiiities 
Receipt of nongovernmental funding 
Amount of iiaUiities 
Amount of assets 
Amount of budget authority 
Amount of revenue 
Amount of expenses 
if an agency has a CFO 
if an agency has an Office of Inspector General 

UHleorno Some Mixlerate Great Very great 

eicterti extent extent extent extent 

Average Ranking 

27 



■ Agendesth^ 
have had FS 
audita 


Q Agencies thtf 
have not had 
FS audits 
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Survey Responses - Factors 

Examples Provided by Surveyed Agencies of Other 
Factors to Consider in Determining Need for FS Audits 



• In addition to the factors iisted on slide 27, agencies cited other factors, 
inciuding the foiiowing, that should be considered in determining 
whether agencies, in general, should prepare and have audited financial 
statements: 

• Mission of the agency 

• Value that customers would derive from audited financial statements 

• Whether an agency’s funding consists primariiy of salaries and 
expense appropriations versus business-type appropriations 
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Survey Responses - Factors 

Reasons for Not Having FS Audits, As Reported by 
Surveyed Agencies That Have Not Had FS Audits 


Reasons Provided 
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Survey Responses - General Views 

General Views of Surveyed Agencies 
Regarding Whether Agencies Should Have FS Audits 


• 21 of the 26 surveyed agencies responded that agencies, in generai, shouid 
have their financiai statements audited. These agencies consisted of 

• aii 1 2 agencies that have had their financial statements audited and 

• 9 of the 14 agencies that have not had their financial statements 
audited. 

• 5 surveyed agencies responded that agencies, in general, should not have 
their financial statements audited. 

• These agencies had budget authority ranging from about a quarter of a 
million dollars to a third of a billion dollars. 

• These agencies reported that the reasons that their particular agencies 
have not had their financiai statements audited were as follows: 

• All 5 agencies reported that such audits were not statutorily required, 

• 4 of the agencies reported that they had insufficient funding, and 

• 3 of the agencies reported that they had an insufficient number of 
financial management personnel. 
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FY 2000 Financial Data as Reported by Agencies to Treasury 
Agencies That Have Had FS Audits 


Aqencv 

Budget 

authority’ 

Percent 

Total Assets 

Percent 

Tota 

Liabilities 

Percen 

Tota 

Revenue 

Percent 

Tota 

Expenses 

Perce 

Railroad Retirement Board 

$9,183 

56 

$22,703.1 

m 




54 

$8,678.5 


Federal Communications Commission 

6,795 


15,360.8 

38 

9.306.0 

68 


44 

9.408.3 

! 

Federal Trade Commission 

126 

1 

227.3 

1 

218.4 

2 


1 

143.7 


Farm Credit Svstem Insurance Corporation 

83 

1 

1,601.7 

4 

167.9 

1 

101.4 

1 

12,7 


InternaUonal Trade Commission 

44 

0 

6.7 

0 

5.4 

0 

46.0 

0 



Federal Mediation and Conciliation Service 

39 

0 

10.2 

0 

6.9 

0 

41.2 

0 

40.6 


U.S. Holocaust Memorial Museum 

33 

0 

0.9 

0 

0.2 

0 

2.6 

0 



Federal Housino Finance Board* 

19 

0 

6.6 

0 

3.8 

0 

19.1 

0 



Defense Nuclear Facilities Safety Board 

17 

0 

10.2 

0 

2.8 

0 

0.0 

0 

17.4 


U.S- Institute of Peace 

13 

0 

0.8 

0 

0.7 

0 

0.0 

0 

12.9 


.S. Court of Appeals for Veterans Claims 

11 

0 

10.4 

0 

2.5 

0 

11.5 

0 



Office of Naveio and Hopi Indian Relocation 

8 

0 

11.0 

0 

2.0 

0 

14.1 

0 

14.1 


Total 

si 6.371 

100 

$39,949.7 



■1 



$18,407.5 

10i 


’ FY 2000 budget authority data was obtained Irom the FY 2002 President’s Budget. 

*The amounts reported for Federal Housing Finance Board are from their audited financial stalments and not from data reported to Treasury, 

Note: All dollar amounts are in miliions. The individual percentages do not total to 100 percent due to rounding. The percentages less than one are portrayed as zero 
in this chart. 
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FY 2000 Financial Data as Reported by Agencies to Treasury 
Apencies That Hnve Not Had FS Audits 



Budget 

authority’ 


Total Asseta 



wm 

Tola 

Revenue 

Percent 

Toto 

Expenses 

Percent 



20 

$2,790.0 

wm 

S123.3 

■1 


74 

$363.9 

m 


323 

17 

252a 

6 

345.4 

42 

280.6 

6 

311.5 

17 


282 

15 

42.1 

1 

17.7 

2 

65.9 

, 

67.6 

4 


205 

11 

47.7 

1 

49.8 

6 

8.8 

0 

213.4 

11 


190 

10 

225.5 

6 

0.3 

0 

187.0 


187.2 

10 


118 

€ 

99.8 

3 

1.7 

0 

116.3 

2 

116.0 

6 


102 

5 

106.4 

3 

Mi 

0 

111.1 

2 

108.5 

6 


82 

4 

34.0 

1 

4.7 
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’ FY 2000 budget euthorily data was obtained from the FY 2002 PresMenfs Budget. 

* National Transportation Safety Board did not report data for revenue and expertses to Treasury. 

Note: All dollar amounts are in millions. The individual percentages do not total to 100 percent due to rounding. The percentages less than one are portrayed as zero In 
this chart, 
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Enclosure 

Agency Baseline Information as Reported 
hy Agencies That Have Had FS Audits 



jfnatlonal Trade Commission discontinued audits of its financial statements, effective for FY 1999. It did not prepare FY 2000 FS. 

fense Nuclear Facilities Safety Board has balance sheet only audits every 3 to Syears. most recently for FY 1997. It did not prepare FY 2000 FS. 

a: FY 2000 budget authority data was obtained from the FY 2002 President’s Budget- 
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Enclosure 


Agency Baseline Information as Reported 
by Agencies That Have Not Had FS Audits 



te of Museum and library Services, National Transportation Safety Board, and Selecttve Service System use the services of another agency’s Office of 
3r General. 

Systems Protection Board's General Counsel acts as Its Inspector Gerreral lor irrvestigating fraud, waste, and abuse. The agency also uses the services of 
agency's Office of inspector General. 

y 2000 budget authority data was obtained from the FY 2002 President’s Budget. 


(191004) 
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Mr. Horn. Thank you very much. I will ask two questions and 
then we’ll have the statement of the ranking member. 

How was the $25 million threshold determined? 

Mr. Toomey. That was a subjective process, admittedly. I think 
it must be necessarily so. If we applied the audited financial stand- 
ard to every agency, I think a case could be made that for very 
small budget authorities, it might be more onerous and more costly 
to comply with than the benefits that would be accrued from hav- 
ing that. 

We discussed this with the folks at GAO. We looked at their re- 
port, and thought that $25 million was an appropriate point to 
make that cutoff. As I mentioned in my testimony, any publicly 
traded company with a security registered on the SEC is required 
to comply with this; and of course, many of them have smaller an- 
nual sales volumes. But we thought this was an appropriate level. 

Mr. Horn. Was a cost-benefit analysis performed in determining 
the dollar threshold for the audits? 

Mr. Toomey. I would refer to the GAO study on this. They did 
take that into account and considered the costs that they have esti- 
mated, the range of costs that would accrue in compliance. It is dif- 
ficult, admittedly, to know — to quantify the benefits, in part be- 
cause in some cases we may not know yet what we might find 
when financial statements are properly audited. 

Mr. Horn. Did you have any questions, as well as your state- 
ment? 

Ms. SCHAKOWSKY. Thank you, Mr. Chairman. 

I think there are some questions implicit in my opening remarks, 
so maybe you’d like to, or not, respond to that. 

I want to thank you, Mr. Chairman. The bill before us today is 
a reasonable effort to require financial audits in those agencies not 
currently required to do so. As the chairman has often pointed out, 
the current law requires audits of 95 percent of the Federal author- 
ity. It is not clear to me how much of the remaining 5 percent 
would be covered by this bill. 

I do, however, have a few concerns about this bill that I hope we 
can address before the bill comes before us to be marked up. First, 
there is an issue of resources both for these agencies that have an 
Inspector General and for those that do not. These additional au- 
dits will not be free, and with the changes in audit practices follow- 
ing the Enron disaster, audits are more expensive than ever. 

The bill before us today does not address either the financial or 
personnel resources necessary to carry out the functions it requires. 
Without adequate resources, this bill will force the Inspectors Gen- 
eral to divert funds that would otherwise be used for investigations 
of fraud, waste and abuse. It would be unfortunate if the unin- 
tended consequence of this bill was to weaken the efforts to prevent 
the fraud, waste and abuse of government funds. 

I, too, want to raise a question about the $25 million threshold 
in the bill. With time, it seems to me nearly all agencies will be 
above this threshold. If that is the intent, then we should just in- 
clude those agencies today. If the intent is to exempt small agen- 
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cies, then we probably should build in some correction for inflation. 

I want to thank you, Mr. Toomey, and all the witnesses who 
have agreed to testify today. I look forward to hearing their com- 
ments. 

[The prepared statement of Hon. Janice D. Schakowsky follows:] 
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STATEMENT OF THE HONORABLE JAN SCHAKOWSKY 
AT THE HEARING ON 
H.R. 4685 

May 14, 2002 

Thank you Mr. Chairman. The bill before us today is a reasonable effort to 
require financial audits in those agencies not currently required to do so. As the 
Chairman has often pointed out, the ciurent law requires audits of 95% of the 
federal authority. It is not clear to me how much of the remaining five percent 
would be covered by this bill. 

I do, however, have a few concerns about this bill that I would hope we can 
address before the bill comes before us to be marked-up. First, there is an issue of 
resources, both for those agencies that have an Inspector General and for those that 
do not. These additional audits will not be free, and with the changes in audit 
practices following the Enron disaster, audits are more expensive than ever before. 

The bill before us today does not address either the financial or personnel 
resources necessary to carry out the functions it requires. Without adequate 
resources, this bill will force the Inspectors General to divert funds that would 
otherwise be used for investigations of fraud, waste, and abuse. It would be 
unfortunate if the unintended consequence of this bill was to weaken the efforts to 
prevent the fraud, waste, and abuse of government funds. 

I am also concerned about the 25 million dollar threshold in the bill. With 
time, nearly all agencies will be above this threshold. If that is the intent, then we 
should just include those agencies today. If the intent is to exempt small agencies, 
then we should build in some correction for inflation. 

I would like to thank the witnesses who have agreed to testify today, and I 
look forward to hearing their comments. 
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Mr. Toomey. If I could just respond to the points. I think you 
certainly raised legitimate concerns. 

I would point out, as to the cost of doing this, the Federal Gov- 
ernment imposes a very comparable requirement on all publicly 
traded companies. We require that financial statements be audited 
if you’re going to list your securities with the SEC on an exchange. 
That includes companies that have much lower annual budgets 
than $25 million. It seems that if it’s reasonable to require this, for 
the benefit of private investors, it’s reasonable to have this tax- 
payer requirement. Although in my bill we don’t set a strenuous 
threshold because we do have the $25 million cutoff. 

Whether that’s an appropriate level in the future, it’s something 
that could be addressed at a later date. If inflation were to boost 
budget levels to the point where most or all were above that level, 
then it might very well justify reconsideration. 

Ms. ScHAKOWSKY. Let me just say beacuse it’s worthy doesn’t 
mean the money appears. I know that I have a number of worthy 
things on my agenda, as well, and if you compared them to the pri- 
vate sector, they would also be comparable. But the question of re- 
sources, of personnel, of dollars is still an issue I think, if we’re re- 
sponsible, we’re going to have to consider. 

Thank you. I appreciate it. 

Mr. Toomey. If I could make just one other comment, and that 
is to observe that the many agencies do voluntarily audit their fi- 
nancial statements; although they’re not required by law. The over- 
whelming majority of them believe that it is beneficial to the agen- 
cy to do so. So that’s their point of view. 

Mr. Horn. Mr. Putnam. 

Mr. Putnam. I have no questions at this time, Mr. Chairman. 
Thank you. 

Mr. Horn. Delighted to have you. 

Mr. Putnam. Mr. Toomey is on the right track. 

Mr. Toomey. Thank you, sir. 

Mr. Horn. Now, you’re certainly welcome to come up here. 
There’s five witnesses we’re going to hear from, and if you have the 
time, just 

Mr. Toomey. I very much appreciate the invitation, Mr. Chair- 
man, but I have a conflict in my schedule which does not allow me 
to do so. Thank you for inviting me to be here today and for giving 
me the chance to testify. 

Mr. Horn. Thank you very much for coming. 

Now we’ll get to the five members of panel two. As you know, we 
ask that the oath be affirmed by our witnesses and that the people 
who are assistants to you also be affirmed and take the oath. 

We’re now taking Mr. Engel, Mr. Reger, Mrs. Doone, Mr. Zirkel, 
and Mr. Brachfeld. Raise your right hand. The clerk will get those 
names. 

[Witnesses sworn.] 

Mr. Horn. The clerk will note five at the table and about two 
or three behind the table. 

So let us start the agenda with Gary T. Engel as the Director, 
Financial Management and Assurance of the U.S. General Account- 
ing Office. We will go down the line and have the various Members 
here ask questions. 
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So Mr. Engel, proceed. 

STATEMENTS OF GARY T. ENGEL, DIRECTOR, FINANCIAL MAN- 
AGEMENT AND ASSURANCE, U.S. GENERAL ACCOUNTING OF- 
FICE; MARK A. REGER, CHIEF FINANCIAL OFFICER, FED- 
ERAL COMMUNICATIONS COMMISSION; ALISON L. DOONE, 
DEPUTY STAFF DIRECTOR FOR MANAGEMENT, FEDERAL 
ELECTION COMMISSION; FREDERICK J. ZIRKEL, INSPECTOR 
GENERAL, FEDERAL TRADE COMMISSION; AND PAUL 
BRACHFELD, INSPECTOR GENERAL, NATIONAL ARCHIVES 
AND RECORDS ADMINISTRATION 

Mr. Engel. Thank you, Mr. Chairman. 

Mr. Horn. Your statements automatically go in the record when 
I call on you. We’d obviously like you to give a summary of them 
in 5 minutes or so. 

Mr. Engel. Yes, sir. 

Mr. Horn. Thank you, Mr. Engel, for coming. 

Mr. Engel. Thank you, Mr. Chairman and members of the sub- 
committee. Good afternoon. 

I’m pleased to be here today to discuss the proposed Accountabil- 
ity of Tax Dollars Act of 2002, H.R. 4685. We agree with the thrust 
of the proposed amendment to extend the financial management 
audit requirements of the CFO Act to additional Federal agencies. 

GAO’s long-standing position has been that the preparation and 
audit of financial statements are important to agencies’ develop- 
ment of reliable, timely and useful financial information. For agen- 
cies already covered by the CFO Act, financial statement audits 
have been the primary catalyst to increasing the reliability of fi- 
nancial data, improving financial information and enhancing ac- 
countability. 

In connection with work we did at the request of Congressman 
Toomey in 2001, GAO surveyed 26 Federal agencies not covered by 
the CFO Act to find out their views on having financial statement 
audits. Twelve of these agencies had had financial statement au- 
dits in the past 5 years. Overall, the surveyed agencies reported 
that they had either achieved significant benefits or expected to 
achieve such benefits from having their financial statements au- 
dited. 

As the exhibit shows, and you should have a document in front 
of you, the most significant benefit cited by the 12 agencies that 
had had financial statement audits were enhancing accountability 
and identifying inefficiencies and weaknesses. Other significant 
benefits including improving internal control and enhancing public 
perception of the agency. 

The 14 surveyed agencies that had not had their financial state- 
ments audited reported they would anticipate benefits from audits, 
but to a much lesser extent than the achieved benefits reported by 
the 12 audited agencies. Half of the 12 audited agencies reported 
that the benefits of their first audits outweighed the costs. And 
about three-fourths reported that the benefits achieved outweighed 
the costs of subsequent audits. 

According to the size and other characteristics of the agencies, 
the level of effort to prepare financial statement audits for the 12 
audited agencies reported varied. The reported number of staff 
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days to prepare for the first audit ranged from 50 to 750 days, and 
estimated fiscal year 2000 audit costs ranged from $11,000 to 
$350,000. 

The 26 surveyed agencies responded that the most important fac- 
tors to consider in determining whether agencies should have fi- 
nancial statement audits are: one, whether the agency has fidu- 
ciary responsibilities; two, risks associated with the agency’s oper- 
ations, 13 of the 14 unaudited agencies said that the absence of a 
statutory audit requirement was a reason for them not having au- 
dits. 

Other reasons cited by six of the 14 agencies included an insuffi- 
cient number of financial management personnel and insufficient 
funding. Twenty-one of the 26 surveyed agencies, including all 12 
that had audits, said that, in general, agencies should have finan- 
cial statement audits. 

I would now like to offer two points for consideration. First, 
using the fixed dollar threshold to trigger the audit requirement 
has the benefit of simplicity. Over time, however, agencies could 
move above or below this dollar threshold, depending upon annual 
changes in their budget authority. Also, as mentioned earlier, be- 
cause of inflation the number of entities that would meet this 
threshold are likely to increase. 

One way to deal with these issues and still employ a dollar 
threshold would be to give 0MB the authority to add or exclude 
agencies based in part on the factors identified during our survey. 

My second point involves the waiver that the proposed legislation 
would authorize 0MB to grant to agencies for the first 2 fiscal 
years beginning after the date of enactment. We support this waiv- 
er provision, and we would support making a similar waiver avail- 
able to 0MB for agencies that do not initially meet, but subse- 
quently do meet the audit threshold. 

The importance of having financial audits goes far beyond ob- 
taining an unqualified opinion. The preparation and audit of finan- 
cial statements contributes to reliable, timely and useful financial 
information which helps management ensure accountability, meas- 
ure and control of their costs, will allow timely and fully informed 
decisions. 

Preparing audited financial statements also leads to improve- 
ments in internal controls and financial management systems. 
Therefore, we view much of the effort involved in preparing finan- 
cial statements and having them audited as an integral part of ef- 
fective financial management. 

Mr. Chairman, this concludes my summary remarks. Again, we 
agree with the thrust of the proposed bill and stand ready to assist 
the subcommittee with the language and concepts in H.R. 4685. I 
would be pleased to answer any questions that you or other mem- 
bers of the subcommittee may have. 

[The prepared statement of Mr. Engel follows:] 
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Mr. Chairman and Members of the Subcommittee: 

I am pleased to be here today to assist the Subcommittee in its 
consideration of H.R. 4685, a bill to amend title 31 of the United States 
Code to expand the number of federal agencies that are required to prepare 
audited financial statements. As currently proposed, the Chief Financial 
Officers (CFO) Act audit requirement* would be expanded to executive 
branch agencies that have budget authority of $25 million or more and are 
not already required to have financial statements audits.^ Agencies subject 
to CFO Act audit requirements are also subject to the requirements of the 
Federal Financial Management Improvement Act of 1996 (FFMIA).® FFMIA 
builds on the CFO Act by emphasizing the need for agencies to have 
systems that can generate timely, accurate, and useful information with 
which to make informed decisions on an ongoing basis. 

Our remarks today are based on work we did at the request of 
Representative Patrick J. Toomey, who has introduced H.R. 4685, on the 
views of 26 surveyed executive branch agencies not covered by the CFO 
Act on having audited financial statements^ and on our past and ongoing 
audit work at various CFO Act agencies. 

We agree with the thrust of the proposed amendment in H.R. 4685 to 
expand the number of federal agencies that are required to prepare audited 
financial statements. Our longstanding position has been that the 
preparation and audit of financial statements increase accountability and 
transparency and are an important tool in the development of reliable, 
timely, and usefiil financial information for day-to-day management and 
oversight. Preparing audited financial statements also leads to 
improvements in internal control and financial management systems. The 
views expressed by the 26 selected agencies in otm survey are generally 


'The CPO Act of 1990, as expanded by the Goveminenl Management Reform Act of 1994, 
requires 24 major executive branch departments and agencies to prepare annual financial 
statements amd have them audited (31 U.S.C. 3515). 

^e requirement would not apply to executive agencies already required by statute to have 
audited financial statements or to corporations, agencies, or instrumentalities subject to 
chapter 91 of title 31 of the United States Code. 

’31 U.S.C. 3512 note (2000). 

^.S. General Accounting Office, Survey Results of Selected Non-CFO Act Agencies’ Views 
on Having Audited Financial Statements, GAO'02-281R (Washington, D.C.: Dec. 14, 2001). 
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consistent with our views on the bill and generally support the position that 
agencies ^ould have audited financial statements. For the existing CFO 
Act agencies, the preparation and audit of financial statements have been 
the primary catalyst for increasing the reliability of financial data, 
improving financial operations, and enhancing accountability. 


Summary of Survey 
Results 


The 26 non-CFO Act agencies we surveyed are generally independent 
agendes that have commissions or boards appointed by the President.® 
The objectives of the survey were to determine the 

• benefits achieved or anticipated by the surveyed agencies from 
preparing financial statements and having them audited; 

• degree of effort or anticipated effort for the surveyed agencies to 
prepare financial statements and have them audited; 

• factors, including budget authority, that should be considered in 
determining whether agencies should prepare financid statements and 
have them audited; and 

• surveyed agencies’ views about whether, in general, agencies should 
have their financial statements audited. 

As shovm in table 1, 12 of the 26 surveyed agencies have had financial 
statements audits within the past 5 years, and 14 have not. (See app. I for 
information about the 26 surveyed agencies, including baseline and 
financial information.) 


^We selected the 26 agencies by identifying 28 executive branch entities that (1) were not 
subject to the CFO Act, as amended, (2) had budget authority for fiscal year 1999 of at least 
$10 million, and (3) with one exception, were not required by law to have their financial 
statements audit^. As agreed with the study’s requester, we did not include two of the 
entities— the Central Intelligence Agency Retirement Fund and the Executive Office of the 
Presidentp— in the scope of our survey, leaving 26 agencies for our survey. 
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Table 1 : Surveyed Agencies 


Have had financial statements audits 

Have not had financial statements audits 

Defense Nuclear l^dimes Safety Board ° 

Commodity Futures Trading Commission 

Farm Credt System Insurance Corporaton 

Consumer Product Safety Conmission 

Federal Communicatiorrs Commission 

Equal Employmait Opportunity Commission"* 

Federal Houdng RncVtce Soaid 

Federal Election CommissiOT 

Federal Mediation and Condfiation Service 

Federal Labor Relations Authority 

Federal Trade Commission 

Institute of Museum and Library Services 

Intemationai Trade Commission** 

Merit Systems Protection Board 

Office tH Navaio artd Ho(n Indian Relocabon 

National Archives and Records Administration^ 

Railroad RetiremenI Board 

National Endowment for the Arts 

U.S. Court of Appeals for Vderans Oams ^ 

National Endowment for the Humanities 

U.S. Hofocai£t Memorial Museum 

Natior^al Labor Relations Board 

U.S. Institute ot Peace 

National Transportation Safety Board"* 

Securities and Exdiange Comrrussion 

Selective Serwce System 


*The Defense Nuclear Facilities Safety Board has balance-sheet-only audits every 3 to 6 years, most 
recently ter fiscal year 1397. It <fid not prepare fiscal year 2000 financial statements. 

■The International Trade Commission discontinued audits of its financial statements, effective for fiscal 
year 1993. It did rtot prepare fiscal year 2000 financial statements. 

^e U.S. Court of Appeals for Veterans Claims’ first audit was of its fiscal year 2000 financial 
statements. 

TTie Equal Employmeht Opportunity Commission and the National Transportation Safety Board have 
indicated that they plan to have financi^ statements audits within the next 5 years. 

*The National Archives and Records Administration has annual financial statements audits of three 
trust and revolving funds. 

Overall, the surveyed agencies reported that they either achieved 
significant benefits or would anticipate achieving such benefits from 
having audited financial statements. The level of effort to prepare financial 
statements and prepare for an audit of the statements varied significantly 
with the size and other characteristics of the agencies. In determining 
whether agencies should prepare financial statements and have them 
audited, respondents identified a number of factors that should be 
considered, including bu^et authority, key financial statement amounts, 
and the type of agency operations. For example, the surveyed agencies 
reported that the fiduciary responsibilities of the agency and the risks 
associated with the agency’s operations were the most importemt factors to 
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consider. Twenty-one of the 26 surveyed agencies responded that federal 
agencies, in general, should have audited financial statements. 


Achieved or Anticipated The 12 surveyed agencies that have had their financial statements audited 

Benefits of Having Audited generally reported significant benefits from those audits. As shown in 

Financial Statements figure 1, the most significant benefits cited were enhancing accountability 

and identifying inefficiencies and weaknesses. Other significant benefits 
included improving internal control, enhancing the public’s perception of 
the ag^qr, meetii^ statutory requirements, and monitoring assets and 
liabilities. The 14 surveyed agencies that have not had audited financial 
statements reported that they would anticipate benefits from such audits, 
but to a much lesser extent than the achieved benefits reported by the 12 
surveyed agencies that have had their financial statements audited. 
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Figure 1 : Average Ranking by Surveyed Agencies of Extent of Benefits Achieved or Anticipated from Financiai Statements 
Audits 


Achieved or anticipated benefits 
Enhance accountability 

Identify Inefficiencies and weaknesses 
Improve Internal control 

Enhance perc^tion of the agency 

Meet statutory requirements 

Monitor assets, liabilities, and net position 

Improve r^iabllity of financial management Information 

Monitor budget status 
Improve financial management systems 
Identify coats of providing government services 

Identify actual costs or savings 

Pacllltats ettemal funding 

Increase grant funding 



extent extent extent extent extent 


Average ranking 


} I Agencies that have had finartcial statements audits 


Agencies that have not had financial statements audits 
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We asked the 12 audited agencies whether the benefits of their first audit 
and subsequent audits outweighed the costs and whether their audits were 
more or less beneficial than e3q)ected. As shown in figures 2 and 3, half of 
the 12 agencies responded that the benefits achieved outweighed the costs 
of the first audit, and about three-fourths of the agencies responded that 
the benefits achieved outweighed the costs of subsequent audits. 


Figure 2: Benef it$ Achieved Versus Costs for First Audit for Surveyed Agertcies That 
Have Had Financial Statements Audits 



outweigh the costs 

Note: None of the surveyed agencies (hat have had financial statements audits responded that the 
costs sommhat outweigh the benefits. 
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Figure 3: Benefits Achieved Versus Costs for Subsequent Audits for Surveyed 
Agencies That Have Had Financial Statements Audits 



Benefits about equal 
to the costs 


Costs substantially 
outweigh the benefits 


Benefits somewhat 
outweigh the costs 

Benefits substantially 
outweigh the costs 


Note; None of the sunreyed agencies that have had financial statements audits responded that the 
costs somewhat outweigh the benefits or that they were not able to judge. One of these 12 surveyed 
agencies is not inducted in this chart because fiscal year 2000 was the agency's first financial 
statements audit 

Ten of the 12 ^encies (83 percent) responded that their audits were more 
beneficial than or about as beneficial as they had expected. 


Degree of Effort or 
Anticipated Effort to 
Prepare Financial 
Statements and Have Them 
Audited 


For the 12 surveyed agencies that have had their financial statements 
audited, the reported level of effort to prepare financial statements and to 
prepare for an audit varied significantly with the size and other 
characteristics of the agencies. For example, the reported number of statf 
days to prepare for the first audit ranged from 50 to 750 days, and, as shown 
in table 2, the estimated fiscal year 2000 audit costs ranged firom $1 1,000 to 
$350,000. 
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Table 2: Reported Audit and Related Costs for Surveyed Agencies That Had Fiscal Year 2000 Financial Statements Audits 


Range of budget 
authority* 

Number 

of 

agencies 
that had 
fiscal year 
2000 

financial 

statements 

audits 

Estimated costs of financial statements 
audits performed by contractor or 

Office of Inspects General 

Other estimated costs related to 
financial statements audits 

Low 

High 

Average 

Low 

High 

Average 

Less than $25 million 

4 

$11,000 

$54,512 

$29,525 

$0 

$9,300 

$2,325 

$25 million to $150 
million 

4 

$26,000 

$100,000 

$54,000 

$0 

$15,000 

$5,750 

Greater than $6 billion 

2 

$220,000 

$350,000^* 

$285,000 

$2,000 

$1,218,000' 

$610,000 


'Budget authority data were obtained from the Fiscal Year 2002 President's Budget. None of the 
surveyed agertcies that have had financial statements audits had fiscal year 2000 budget authority 
between $150 million and $6 bilUon. 

‘Twoof the 12 surveyed agencies that have had financial statements audits, the International Trade 
Commission and the Defense Nuclear Fadlities Safety Board, did not have financial statements audits 
for fiscal year 2000. 

The surveyed agency tt»at reported financial statements audit costs of $350,000 also reported related 
costs ot $1,218,000 for consultants to assist the agency In preparing for the financial statements audit. 

Frequently reported steps that these agencies had taken to prepare for their 
first and subsequent audits are (1) improving or replacing financial 
management systems, (2) hiring additional financial management 
personnel, (3) training financial management personnel, and 
(4) performing significant manual procedures (for first audits). 


Factors to Consider in 
Determining Whether 
Agencies Should Have 
Fhiancial Statements Audits 


As figure 4 shows, the 26 surveyed agencies responded that the most 
important factors that should be considered in determining whether 
agencies should have audited financial statements are (1) whether the 
agency has fiduciary responsibilities and (2) rislis associated with the 
agency’s operations. The surveyed agencies said that the amounts of an 
agency’s assets and Utilities are of equal importance to the junount of 
budget authority an agency has. Other important factors include whether 
the agency receives nongovernmental funding and the amounts of an 
agency’s revenues and expenses. 
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Of the 14 surveyed agencies that have not had their financial statements 
audited, 13 reported that the absence of a statutory requirement to do so 
was a reason they have not had such audits. Other reasons cited by 6 of the 
14 agencies include an insufficient nxunber of financial management 
personnel and insufficient funding. 
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Surveyed Agencies’ General 
Views about Whether 
Agencies Should Have 
Financial Statements Audits 


Twenty-one of the 26 surveyed agencies, including all 12 that have had their 
financial statements audited, reported that, in general, agencies should 
have their financial statements audited. The remaining 5 surveyed 
agencies, whose budget authority ranged from about $250,000 to about 
$325 million, repressed the opposite view. 


Oth6r Considerations using a flxed-dollar threshold to determine which agencies should be 

subject to the audit requirement has the benefit of simplicity. Over time, 
however, entities could move above and below the threshold depending on 
annual changes in their budget authority. Also, through inflation, the 
number of entities that meet the dollar threshold would likely increase. 
One way to deal with this issue and still incorporate a doUar threshold is to 
provide the Office of Management and Budget (0MB), through the 
proposed le^lation, the authority to add agencies that fall below or 
exclude agencies that meet the threshold based in part on the other factors 
identified in our survey. OMB could then be required to report to the 
Congress on the reasons for a change to any agency’s status with respect to 
the financial statements audit requirement. 

The proposed legislation does not specifically provide for a phase-tn period 
for an agency to implement the audit requirement, but it does provide that 
OMB may waive this requirement for the first 2 fiscal years beginning after 
the date of enactment We support this waiver provision and would 
support maldng a similar waiver available to OMB for agencies that do not 
initiaily meet, but at a suteequent date do meet, the doUar audit threshold. 


Conclusions ^ dosing, I would like to reiterate our support for the thrust of H.R. 4685 to 

expand finandal statements audit requirements beyond the current 24 CFO 
Act agencies. The importance of having financial statements audits goes 
far beyond obtaming an unqualified opinion. 'The preparation and audit of 
financial statements contribute to reliable, timely, and useful finandal 
information, and such information is important in helping management 
ensure accountability, measure and control costs, and m^e timely and 
fully informed dedsions. Preparing audited financial statements also leads 
to improvements in interna] control and financial management systems. 
Hence, we view much of the effort involved in preparing finandal 
statements and having them audited as an integral part of effective 
financial management 
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Mr. Chairman, this concludes my statement. We welcome any questions 
that you or other members of the Subcommittee may have. 


Contact ^ have any questions about this testimony, please contact me at (202) 

512-3406. I can be reached by e-mail at engelg@gao.gov. Other key 
contributors to this testimony were Kent Bowden, Casey Keplinger, 
LaShawnda Wlson, and Esther Tepper. 
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Appen dix I 

Information on the 26 Surveyed Agencies 


The following tables provide financial and other baseline infonnation about 
the 26 surveyed agenda. The tables generally contain information 
provided by the agencies, which we did not independently verify. 


Table 3: Fiscal Year 2000 Financial Data as Reported to Treasury by Surveyed Agencies That Have Had Financial Statements 
Audits 


Aaenev 

mj 

Percent 


Percent 

Total 

Uewmise 


Total 

Revenue 

Percent 

Total 

ExDeneas 

HI 

Railroad Retirement Board 

$9,183 



57 




54 

Biil 

47 



42 

18.360.8 

38 


68 

7.580.9 

bh 

9.403.3 

51 




227.3 



2 

11^1 

1 

HH 

1 


83 

1 

1,601.7 

4 

HI 

T 

101.4 

1 


0 


44 

0 

6.7 

0 

S.4 

0 

HH 

0 

^Hi 

0 


39 

0 

10.2 

0 

6.9 

0 

41.2 

0 


0 

ll.S. Holocaust Memorial Museum 

33 


0.9 

0 

0.2 

0 

2.6 

0 

2,7 

0 


19 


66 

0 

3.8 

0 

19.1 

0 

ill^l 

0 

Defense Nuclear Facilities Safety Board 

17 


102 

0 

2.8 

0 

0.0 

0 

17.4 

0 

U.S. Institute of Peace 

13 


0.8 

o| 

0.7 

0 

0.0 

0 


0 


11 

J 

10.4 

0 

25 

0 

11.5 

0 

11.4 

0 


8 

0 

11.0 

0 

2.0 

0 

14.1 

0 

HHI 

■H 

Total 


too 


■1 

$13,894.2 



IH 




‘Fiscal year 2000 budget authority data were obtained from the Fiscal Year 2002 President's Budget. 
The amounts reported for Federal Finance Board are from their audited financial etatments 

and not from data reported to Treasury. 

Note: All dollar amounts are in milliorts. The individual percentages do not total to 100 percent due to 
rounding. The percentages less than one are portrayed as zero In this chart. 
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Appendix 1 

Information on the 26 Surveyed Agencies 


Table 4: Fiscal Year 2000 Financial Data as Reported to Treasury by Surveyed Agencies That Have Not Had Financial Statements 
Audits 



Budset 

Authorftv* 


Tout Assets 


ToUl 

Llabllltiss 

Percent 

ToUl 

Revenue 

WM. 

Total 

Expenses 

Perc«ll 


S382 

m 

$2,790.0 

71 

$123.3 

15 


H 


20 


323 

17 

2S2.8 

6 

345.4 

HI 

HH 

6 

311.5 

H 

Eaual Emoloyment Opportunity Commission 

282 

15 

42.1 

1 

17.7 



1 

67.6 

4 


20S 

11 

47.7 

, 

49.8 

6 

8.8 

0 

213.4 

11 


190 

10 

225A 

6 

0.3 

0 

187.0 

4 

187.2 

10 


118 

6 

99.8 

3 

1.7 

0 


2 

116.0 

HH 


102 

5 

106.4 

3 

2.8 

0 

111.1 

2 

108.5 



82 


34.0 


4.7 

H 


» 


— b 


63 

3 

2612 



H 


6 


17 


52 


19.1 

0 

142 

2 

57.0 

1 


3 


38 


11.5 

0 

3.4 

0 

41.1 

1 

41.5 

2 


29 


7.3 

0 

4.2 

1 

31.1 

1 

31.1 



24 

1 

4.0 

0 

42 

1 

23.9 

0 

24.2 

1 


24 

im 

15.5 

0 

3.8 

0 

21.2 

0 

22.6 


Total 



imu 


$827.8 

iH 

inm 

\m 

IBWIi 

IH' 


‘Fiscal year 2000 budget authority data were obtained from the Fiscal Year 2002 President's Budget. 
*Nationat Transportation Safety Board did not report data lor revenue and expenses to TVeasury. 

Note; All dollar amounts are in millions. The individual percentages do not total to 100 percent due to 
rounding. The percentages less than one are portrayed as zero in this chart. 
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Appendix I 

Information on the 26 Surveyed Agencies 



‘International Trade Commiseion discontinued audits of its financial statements, effective forfiscal year 
1 999. It did not prepare fiscal year 2000 financial statements. 

‘Defense Nuclear (^lilies Safety Board has balance sheet only audits every 3 to 5 years, most 
recently for fiscal year 1997. II did prepare fiscal year 2000 financial statements. 

Notes: Fiscal year 2000 budget authority data were obtained from the Pisoal Year 2002 President's 
Budget. 

GAGAS (generaily accepted government auditing standards) are public sector auditing standards; 

G AAS (generaity accepted audilmg standards) are private sector auditing standards. 
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Appendix I 

Information on the 26 Surveyed Agencies 


Table 6: Baseline Information as Reported by Surveyed Agencies That Have Not Had Financial Statements Audits 



Securities and Exchanae Commission 



B 

Iffl 


wm 

n 



L_ 

n 

B 




National Arcliives and Records Administration 



m 

m 

ffil 

BI 

H 



n 


B 

B 



282 


m 

Bi 

EM 

Iffl 






B 


X 

National Labor Relations Board 

ZOS 

1.976 

m 

m 

IB 

■n 








X 

Institute of Museum and Library Services 

190 

45 

B 

m 

IS 

■n 




X 





National Endowment for the Humanities 

118 


B 


IB 

■m 




H 


B 



National Endowment for Ihe Ads 

102 


B 

PBI 

PH 





n 




B 

National Transoortation Safety Board 

82 


B 

m 


BI 






B 



Commodtiv Futures Tradina Commiesion 

83 


6 

m 

HI 

wm 

a 




n 

B 



Consumer Product Safety Commiesion 

52 

480 

m 

W 

HI 

BI 





a 

B 



Federal Election Commission 

38 




IB 

BI 





X 




Mont Systems Protection Board 

29 

HESS 

m 

m 

l?H 

BI 









Federal Labor Relations Authorttv 

24 

ms 

s 

ra 

B 

BI 






B 

.B 


Seledive Service System 


wm 

m 

m 

BS 

BI 









Total 

KS99 


m 



Averaoe 

S137 

934 

■9 



‘Institute of Museum and Library Services, National Transportation Safety Board, and Selective 
Service System use the services of another agency's Office of Inspector General. 

"Merit Systems Protection Board's General Counsel acts as its Inspector General for investigating 
fraud, waste, and abuse. The agency also uses the services of another agency's Office of Inspector 
General. 

Note: Fiscal year 2000 budget authority data were obtained Irom the Rscal Year 2002 President's 
Budget. 


(198115) 
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Mr. Horn. All right. We will move to Mark A. Reger, the Chief 
Financial Officer for the Federal Communications Commission. 

Mr. Reger. Mr. Chairman and members of the Government Re- 
form Subcommittee on Government Efficiency, Financial Manage- 
ment and Intergovernmental Relations, I appreciate your invitation 
to testify concerning the Federal Communications Commission’s ex- 
perience with compiling its auditable annual financial statements. 

I serve as the Chief Financial Officer for the FCC. The FCC is 
committed to using the taxpayer’s money responsibly and to facili- 
tating financial integrity and complete financial reporting. 

Let me begin by describing the Commission’s financial situation, 
which is different from many other small independent agencies. We 
are an agency of 1,975 people. Our appropriated budget is rather 
small, $26.3 million in direct appropriations for fiscal year 2002 
with a total budget of $245 million. 

We generate 89 percent of that budget by our collection of statu- 
torily mandated regulatory fees. We also collect approximately $25 
million from statutorily mandated licensing fees. Those, however, 
are not the only moneys included in our financial portfolio. We also 
administer the auction of radio spectrum and oversee the adminis- 
tration of other funds. 

For example, in fiscal year 2001, the Commission collected over 
$17.8 billion in auction receipts, managed a loan portfolio valued 
at just over $5.9 billion, and oversaw the administration of a fund 
which an annually collects and disburses $4 billion. 

These additional programs substantially increase the level of so- 
phistication of our accounts. It became apparent to us that we 
needed to improve our financial recordkeeping process to reflect 
this increased sophistication. 

On its own motion, in 1998, the FCC initiated efforts to compile 
auditable financial statements. We were not required to do so by 
the Chief Financial Officers Act of 1990, but nonetheless began ef- 
forts to prepare financial statements and subject them to an audit, 
as would have been required under the CFO Act. 

Subsequently, in September 1998, the U.S. Treasury Department 
directed the FCC to prepare certain auditable information for inclu- 
sion in the Treasury’s annual financial statements. Treasury had 
directed the FCC to pursue the compilation of auditable statements 
because of the financial implications of the spectrum auction pro- 
gram on total receipts recorded in the consolidated U.S. Govern- 
ment statements and the value of the auctions’ loan portfolio to 
asset values in those same statements. 

As a result of both the Commission’s efforts and Treasury’s direc- 
tive, the FCC compiled its first generally accepted accounting prin- 
ciples balance sheet and accompanying notes for fiscal year 1999. 
With that action complete, we generated a full set of CFO Act-com- 
pliant financial statements for fiscal year 2000 and subjected them 
to an audit. 

We enlisted the aid of two professional accounting firms to assist 
in these efforts. One firm provided credit subsidy information con- 
cerning the Commission’s auction loan portfolio, which had not pre- 
viously been treated under the provisions of credit reform, and as- 
sisted the limited finance staff in actually compiling the state- 
ments. The second firm audited the results of the statement efforts 
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on behalf of the FCC’s Office of Inspector General. Incidentally, the 
FCC received an unqualified opinion on that first set of fully com- 
pliant CFO Act statements. 

As a result of the efforts to prepare statements, the FCC has: 
Compiled financial operating procedures; conducted a full agency 
inventory of property; implemented an annual inventory review 
system; redesigned the Commission’s revenue systems; imple- 
mented a customer numbering and tracking system; altered the 
agency’s financial record keeping to record transactions in the U.S. 
Standard General Ledger formats; formalized financial reporting 
processes and responsibilities; compiled loan files, standardized 
loan processing functions and initiated the transfer of loan servic- 
ing functions to an outside loan servicer; implemented credit re- 
form reporting; and initiated efforts to link objectives and perform- 
ance measures to the strategic plan and annual financial state- 
ments. 

This auditing process is still very new to the FCC. Fiscal year 
2001 is only the second year we have issued fully compliant state- 
ments, and we continue to make improvements in our financial ac- 
counting systems and safeguards. Complying with the accounting 
reporting requirements of the CFO Act is a time-consuming and ex- 
pensive process. We were in a position to cover most of these costs 
through the use of auctions generated funding. 

For the FCC, the preparation of an auditable financial statement 
has been necessary and beneficial. Because of the additional finan- 
cial programs, we are not “typical” as compared to other small 
agencies. I cannot speak to the difficulty other agencies may expe- 
rience in preparing annual financial statements and having them 
audited, but I do know from our experience that it is an arduous 
undertaking. 

Again, thank you, Mr. Chairman, for the opportunity to offer this 
testimony. The FCC is very proud of the financial improvements it 
has made over the last few years. We still face many formidable 
challenges in this regard. 

[The prepared statement of Mr. Reger follows:] 
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H- ■ 

Mr. Chairman and Members of the Government Reform Subcommittee on 
Government Efficiency, Financial Management and Intergovernmental Relations, I 
appreciate your invitation to testify concerning the Federal Communications 
Commission’s (FCC) experience with compiling its auditable annual financial statements. 
I serve as the Chief Financial Officer of the FCC. The FCC is committed to using the 
taxpayer’s money responsibly and to facilitating financial integrity and complete 
financial reporting. 

Let me begin by describing the Commission’s financial situation — which is 
different from many other small independent agencies. We are an agency of 1,975 
people. Our appropriated budget is rather small — $26.3 million in direct appropriations 
for Fiscal Year 2002 with a total budget of $245,071 million. We generate 89% of that 
budget by our collection of statutorily mandated regulatory fees. We will also collect 
approximately $25 million from statutorily mandated licensing fees. Those, however, are 
not the only monies included in our financial portfolio. We also administer the auction of 
radio spectrum and oversee the administration of other funds. For example, in Fiscal 
Year 2001, the Commission collected over $17.8 billion in auction receipts, managed a 
loan portfolio valued at just over $5.9 billion, and oversaw the administration of a fund 
which annually collects and disburses $4 billion. 

These additional programs substantially increase the level of sophistication of our 
accounts. It became apparent to us that we needed to improve our financial record 
keeping process to reflect this increased sophistication. On its own motion, in 1998 the 
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FCC initiated efforts to compile auditable financial statements. We were not required to 
do so by the Chief Financial Officer’s Act of 1990 (CFO Act), but nonetheless began 
efforts to prepare financial statements and subject them to an audit as would have been 
required by the CFO Act. Subsequently, in September of 1998, the United States 
Treasury Department directed the FCC to prepare certain auditable information for 
inclusion in Treasury’s annual financial statements. Treasury had directed the FCC to 
pursue the compilation of auditable statements because of the financial implications of 
the spectrum auction program on total receipts recorded in the consolidated United States 
government statements and the value of the auctions’ loan portfolio to asset values in 
those same statements. 

As a result of both the Commission’s efforts and Treasury’s directive, the FCC 
compiled its first Generally Accepted Accounting Principles (GAAP) Balance Sheet and 
accompanying notes for Fiscal Year 1999. With that action completed, we generated a 
full set of CFO Act compliant financial statements for Fiscal Year 2000 and subjected 
them to audit. We enlisted the aid of two professional accounting firms to assist in these 
efforts. One firm provided credit subsidy information concerning the Commission’s 
auction loan portfolio, which had not previously been treated under the provisions of 
credit reform, and assisted our limited finance staff in actually compiling the statements. 
The second firm audited the results of our statement compilation efforts on behalf of the 
FCC’s Office of Inspector General. Incidentally, the FCC received an unqualified 
opinion on that first set of fully complaint CFO Act statements. 
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As a result of the efforts to prepare statements, the FCC has: 

• Compiled financial operating procedures; 

• Conducted a full agency inventory of property; 

• Implemented an annual inventory review system; 

• Redesigned the Commission revenue systems; 

• Implemented a customer numbering and tracking system; 

• Altered the agency financial recordkeeping to record transactions in the U.S. 
Standard General Ledger formats; 

• Formalized financial reporting process and responsibilities; 

• Compiled loan files, standardized loan processing functions and initiated the 
transfer of loan servicing functions to an outside load servicer; 

• Implemented credit reform reporting; and 

• Initiated efforts to link objectives and performance measures to the strategic 
plan and annual financial statements. 

This auditing process is still very new to the FCC. Fiscal Year 2001 is only the 
second year we have issued fully compliant statements and we continue to make 
improvements in our financial accounting systems and safeguards. Complying with the 
accounting reporting requirements of the CFO Act is a time consuming and expensive 
process. We were in a position to cover most of these costs through the use of auctions 
generated funding. For the FCC, the preparation of an auditable financial statement has 
been beneficial as well as necessary. Because of the additional financial programs 
beyond our appropriated funds, we are not “typical” as compared to other small agencies. 
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I cannot speak to the difficulty other agencies may experience in preparing annual 
financial statements and having them audited, but I do know from our experience that it is 
an arduous undertaking. 

Again, Mr. Chairman, thank you for the opportunity to offer this testimony. The 
FCC is very proud of the financial improvements it has made over the last few years but 
we still face many formidable challenges in this regard. 
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Mr. Horn. Alison L. Doone is the Deputy Staff Director for Man- 
agement of the Federal Election Commission. 

Welcome. 

Ms. Doone. Good afternoon, Mr. Chairman, and members of the 
subcommittee. I serve as the EEC’s Chief Einancial Officer. It’s a 
pleasure to be here today to testify regarding the utility of audited 
financial statements for the EEC. The EEC is a small independent 
bipartisan regulatory agency charged with administering and en- 
forcing the Eederal Election Campaign Act, the statute that gov- 
erns the financing of Eederal elections. 

In October 2001, the FEC responded to the GAO survey on Ex- 
pansion of Einancial Statement Audit Requirements. The EEC re- 
sponses mirrored those of the surveyed agencies, as mentioned in 
the November 30, 2001, GAO survey results. 

The fiscal year 2002 EEC appropriation is $43.7 million and 362 
FTE; 70 percent of the budget is spent on salaries and benefits, 10 
percent on information technology projects, and 8 percent on rent. 
The remaining 12 percent funds EEC operations including con- 
tracts, travel, training, equipment and supplies. 

EEC assets are nominal. As of September 30, 2001, FEC assets 
totaled $9.4 million. Of that, $6.7 million, 72 percent of the total, 
is the cumulative FEC appropriated fund balance of unobligated 
and unexpended funds from fiscal years 1996 through 2001. Only 
$2.7 million is equipment. 

EEC liabilities are also modest. As of September 30, 2001, EEC 
liabilities totaled $2 million and consisted primarily of accrued an- 
nual leave and accrued payroll. 

Like other survey respondents, the EEC believes that an agency’s 
fiduciary responsibilities, risks associated with agency operations, 
amount of liabilities, amount of assets and amount of budget au- 
thority are all important factors to consider in determining the 
need for audited financial statements. 

We note the survey respondents ranked fiduciary responsibility 
and risks associated with agency operations as the most important 
considerations, and placed equal weight on the amount of assets, 
liabilities and budget authority as the next most important factors. 
We agree with those rankings. 

The amount of budget authority is not the most important factor 
in whether an agency should prepare annual audited financial 
statements and should not be the sole determinant in the decision. 
Materiality is measured by more than just the size of an agency’s 
budget. 

The agency operations and the types of programs administered 
by an agency should be more important than size of budget in de- 
termining the need for audited financial statements. Eor example, 
an agency with a budget less than $25 million that has fiduciary 
responsibility for a trust fund, administers a grant program or op- 
erates revenue-generating programs may be the type of agency that 
should prepare audited financial statements. Whereas, the FEC, 
with a budget greater than $25 million with none of those features, 
with minimal assets and liabilities and with a budget that pri- 
marily funds personnel costs and rents, should not be required to 
prepare audited financial statements. 
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The issue of whether audited financial statements would increase 
internal controls also varies among agencies. The FEC has strong 
internal controls and senior management review and oversight of 
financial operations and allocation and expenditure of funds. FEC 
audited financial statements would not result in greater account- 
ability or tighter controls. 

Audited financial statements for agencies with the characteristics 
that I just mentioned may be necessary. In agencies lacking those 
features, like the FEC, preparation of audited financial statements 
would increase costs with few or no material benefits. 

I would like to thank you, Mr. Chairman, and the subcommittee 
for the opportunity to appear before you to present our views. I 
would be delighted to answer any questions you may have. 

Mr. Horn. Thank you. 

[The prepared statement of Ms. Doone follows:] 
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FEDERAL ELECTION COMMISSION 


BEFORE THE SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, 
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ON H.R. 4685, THE “ACCONTABLITY OF TAX DOLLARS ACT OF 2002” 

TUESDAY, MAY 14, 2002 


Good afternoon, Mr. Chairman and Members of the Subcommittee. I am Alison 
Doone, Deputy Staff Director for Management at the Federal Election Commission 
(FEC). I have served in this position since November 1999 and as such, I am the FEC’s 
Chief Financial Officer. I am responsible for the Planning and Management, Finance, 
Information Technology, and Administrative Offices. Prior to my appointment as 
Deputy Staff Director, for eleven years I served as the Deputy Director, Investments at 
the Federal Retirement Thrift Investment Board. I received a Master of Business 
Administration degree with a concentration in Finance, from the University of Michigan 
in May 1981. 


It is a pleasure to be here today to present testimony in connection with H.R. 

4685, the “Accountability of Tax Dollars Act of 2002.” 

The FEC is a small, independent bipartisan, regulatory agency charged with 
administering and enforcing the Federal Election Campaign Act (FECA) — the statute that 
governs the financing of federal elections. The FEC has jurisdiction over the financing of 
campaigns for the U.S. House of Representatives, the U.S. Senate and the Presidency and 
Vice Presidency. As such, the Commission has a general policy of not taking a position 
on the substance of proposed legislation; we defer to Congress on broad policy questions 
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such as those presented in H.R. 4685. We do, however, endeavor to point out areas of 
potential administrative concerns. My testimony will therefore be limited to those areas. 

In October 2001, the FEC responded to the General Accounting Office’s (GAO) 
Survey on Expansion of Financial Statement Audit Requirements. In general, the FEC 
responses mirrored those of the surveyed agencies as presented in the November 30, 2001 
Survey Results of Selected Non-CFO Act Agencies’ Views on Flaving Audited Financial 
Statements. 

The FY 2002 FEC appropriation is $43,689,000 and 362 FTE. Seventy percent 
of the budget is spent on salaries and benefits; ten percent fimds information technology 
projects; and eight percent pays FEC rent in a building leased by GSA. The remaining 
twelve percent of the budget funds a variety of expenditures to support FEC operations, 
including contracts, travel, training, equipment, and supplies. 

FEC assets are nominal. As of September 30, 2001, FEC assets totaled $9.4 
million. Of the $9.4 million, $6.7 million, 72% of the total, is the cumulative FEC 
appropriated fund balance of unobligated and unexpended funds from fiscal years 1996 
through 2001. Only $2.7 million is equipment. 

FEC liabilities also are modest. As of September 30, 2001, FEC liabilities totaled 
$2 million and consisted primarily of accrued annual leave and accrued payroll. 

Like the other survey respondents, the FEC believes that an agency’s fiduciary 
responsibilities, risks associated with agency operations, amount of liabilities, amount of 
assets, and amount of budget authority are all important factors to consider in 
determining the need for audited financial statements. We note that the survey 
respondents ranked fiduciary responsibility and risks associated with agency operations 
as the most important considerations and placed equal weight on the amount of assets, 
liabilities, and budget authority as the next most important factors. We agree with those 
rankings. 
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The amount of budget authority is not the most important factor in whether an 
agency should prepare annual audited financial statements and should not be the sole 
determinant in the decision. Materiality is measured by more than just the size of an 
agency’s budget. 

Agency operations and the types of programs administered by an agency should 
be more important than size of budget in determining the need for audited financial 
statements. For example, an agency with a budget less than $25 million that has 
fiduciary responsibility for a tmst fund, administers a grant program, or operates revenue- 
generating programs may be the type of agency that should prepare audited financial 
statements. Whereas, the FEC, with a budget greater than $25 million with none of those 
features, with minimal assets and liabilities, and with a budget that primarily funds 
personnel costs and rent should not be required to prepare audited financial statements. 

The issue of whether audited financial statements would increase internal controls 
also varies among agencies. The FEC has strong internal controls and senior 
management review and oversight of financial operations and allocation and expenditure 
of funds. FEC audited financial statements would not result in greater accountability or 
in tighter controls. 

Mr. Chairman, in summary, audited financial statements for agencies with the 
characteristics described above may be necessary. In agencies lacking those features, like 
the FEC, preparation of audited financial statements would increase costs with few or no 
material benefits. 

I would like to thank you, Mr. Chairman, and the Subcommittee for the 
opportunity to appear before you to discuss H.R. 4685 the “Accountability of Tax Dollars 
Act of 2002.” This concludes my testimony. I would be delighted to answer any 
questions you may have. 
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Mr. Horn. We’ll go to the next presenter, the Honorable Fred- 
erick J. Zirkel, Inspector General, Federal Trade Commission. 

Mr. Zirkel. Good morning, Mr. Chairman and members of the 
subcommittee. I am Frederick Zirkel, Inspector General of the Fed- 
eral Trade Commission. I’m pleased to testify before the sub- 
committee today in support of financial statement audits. 

The FTC is a non-CFO agency that has its financial statements 
audited annually by the OIG. To accomplish its competition and 
consumer protection missions, the agency was authorized approxi- 
mately $156 million and 1,074 work-years for fiscal year 2002. 

Funds are provided the agency from two major sources: 
premerger filing fee collections and annual appropriations. For fi- 
nancial statement reporting purposes the Financial Accounting 
Standards Advisory Board defines the agency’s premerger filing 
fees as “exchange” revenue; that is, funds that the agency has 
earned and can use with its annual appropriation to pay for sala- 
ries and other operating expenses to achieve its mission objectives. 

The FTC also receives “nonexchange” revenues. For example, the 
agency collects civil penalties. Civil penalties cannot be used to pay 
for agency operating expenses, but instead must be remitted to the 
U.S. Treasury. An agency with substantial nonexchange revenue is 
expected to prepare as part of its financial statement package, 
under the CFO Act, a “Statement of Custodial Activity.” 

I mention these accounting concepts and authorities because the 
FTC, as part of its financial statement package, prepares a custo- 
dial activity statement. During the years under audit the FTC’s 
nonexchange revenue has always exceeded its exchange revenue. 
Yet, without a financial statement audit, this major area of finan- 
cial activity would receive little, if any, scrutiny. 

Furthermore, for the FTC, the preparation and audit of the cus- 
todial activity statement has helped management integrate its fi- 
nancial and program management systems. In addition, the state- 
ment provides information that interested third parties could use 
to judge how well the agency is meeting its basic mission respon- 
sibilities. 

A word about audit approach: At the FTC, the annual financial 
statement audit is performed by an audit team comprised of OIG 
staff and an independent public accounting firm under contract to 
the OIG. As IG, I sign the audit opinion. In each of the 5 years the 
audit has been conducted the agency has received a clean opinion. 

A word about audit benefits: I believe that annual audits are 
worth the expenditure of agency funds for many of the reasons 
stated in the GAO survey. The benefits specific to the FTC include 
improvements of internal control, strengthening of financial man- 
agement systems and enhanced accountability. 

Of course, obtaining a clean audit opinion is not an end in itself, 
but merely the first step to improving agency financial manage- 
ment. It is also, I believe, a necessary step if an agency is to fully 
implement GPRA, that is, tie performance measures and/or objec- 
tives to audited costs contained in the Statements of Net Cost. 

A word about audit cost: The OIG at the FTC is provided with 
an annual budget of 5 work-years and contracting dollars of about 
$100,000. The OIG budget, when adjusted for inflation, has stayed 
relatively constant over the past 5 years for the time span we have 
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been conducting financial statement audits. From this budget, my 
office commits approximately $60,000 per year to an IPA contract 
to perform the financial statement audit. 

In addition, my office also applies approximately one-half to 
three-quarters of an FTE, or work-year, to the audit. Consequently, 
conducting a financial statement audit is a major commitment of 
my office. Yet, I believe the resource commitment is a wise expend- 
iture of taxpayer funds. 

A few comments on management cost: A financial statement 
audit should be, or I view it as, a quality control activity that is 
an integral part of the overall management process. It provides 
needed feedback to management. The absence of such audits in 
past years may explain in part why government financial manage- 
ment is often viewed in low esteem. 

Finally, when considering management costs, I think it is impor- 
tant to distinguish between the incremental cost that an audit re- 
quires managers to incur from the need to incur costs to correct a 
procedural weakness or respond to a system breakdown. 

These points lead me to a general statement about auditing 
costs. All other things being equal, the better managed the unit or 
organization being audited, the lower the cost of the audit will be 
for the management team. The more knowledge the audit team has 
of the organization being audited, the lower the cost will be for the 
audit organization. 

A word about lessons learned: First, the process is evolutionary. 
It improves with age. As you go through it, you get better. Second, 
I think you need to stay the course. It instills a discipline and im- 
proves the systems as years go on. That’s the experience that we 
have had at the FTC, and I believe the systems are stronger and 
the information is better. 

I would like to thank you, Mr. Chairman, for this opportunity to 
provide my comments. I would be happy to answer any questions. 

Mr. Horn. We thank you. 

[The prepared statement of Mr. Zirkel follows:] 
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Audited Financial Statements for Non-CFO Agencies - Why They’re a Good Idea 


Introduction 

Good morning Mr. Chairman. I am Frederick J. Zirkel, Inspector General of the Federal Trade 
Commission (FTC). I am pleased to testify' before the Subcommittee today in support of 
financial statement auditing. 

The FTC is a non-CFO agency that has its financial statements^ audited annually. The mission of 
the FTC is to assure that the nation’s markets are competitive, efficient, and free fi'om undue 
restrictions. The FTC also seeks to improve the operation of the marketplace by ending unfair 
and deceptive practices, with an emphasis on those practices that might unreasonably restrict or 
inhibit the free exercise of informed choice by consumers. The work of the FTC is critical in 
protecting and strengthening free and open markets in the United States. 

To accomplish its competition and consumer protection missions the agency was authorized 
$155,982,000 and 1074 FTE’s for fiscal year 2002. Funds are provided the agency from two 


'This written statement, my oral presentation and any responses to questions I might 
provide reflect my views and do not necessarily reflect the views of the Commission or any 
individual Commissioner, nor are they endorsed by either the PCIE or the ECIE. 

^The financial statements prepared by the FTC follow 0MB form and content guidance 
for executive branch agencies. 
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major sources: premerger filing fee collections and an aimual appropriation. For financial 
statement reporting purposes the Financial Accounting Standards Advisory Board (FAS AB) 
defines the agency’s premerger filing fees as “exchange” revenue. That is, fimds that the agency 
has earned and can use with its armual appropriation to pay for salaries and other operating 
expenses to achieve its mission objectives. 

The FTC also receives “non-exchange” revenues.^ For example, the agency collects civil 
penalties. Civil penalties camiot be used to pay for agency operating expenses but instead must 
be remitted to the U.S. Treasury. According to FASAB Statement of Federal Financial 
Accounting Standard No. 7, an agency with substantial non-exchange revenue is required to 
prepare, as part of its financial statement package, a “Statement of Custodial Activity (SCA).” 

I mention these accounting concepts/authorities because the FTC as part of its financial statement 
package, prepares a custodial activity statement. During the years under audit, the FTC’s non- 
exchange revenue has always exceeded its exchange revenue. Yet, without a financial statement 
audit this major area of financial activities would receive little if any scrutiny. Futhermore, for 
the FTC, the preparation and audit of the SCA has helped management integrate its financial and 
program management systems. In addition, the statement provides information that interested 
third parties could use to judge how well the agency is meeting its basic mission responsibilities. 


Audit Approach 


At the FTC, the annual financial statement audit is performed by an audit team comprised of OIG 
staff and an independent public accounting firm (IP A) under contract to the OIG. As IG, I sign 
the audit opinion. In each of the five years the audit has been conducted the agency has received 
a clean opinion. The OIG and the IPA have always been in agreement as to the final opinion. As 


’Non-exchange revenues are inflows of resources that the Government demands or 
receives by donation. Such revenues include taxes, fines and penalties. 
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audit efficiency and effectiveness increases with experience, the OIG utilizes a multi-year 
contract to obtain IPA services. 


Audit Benefits 

1 believe annual audits are worth the expenditure of agency funds for the reasons detailed on page 
19 of GAO survey report 02-281R (survey)*. The benefits specific to the FTC include 
improvements in internal control, strengthening of financial management systems and enhanced 
accountability. 

Of course, obtaining a clean audit opinion is not an end in itself but merely the first step to 
improving agency financial management. It is also a necessary step if an agency is to fully 
implement GPRA, i.e., tie performance measures and/or objectives to audited costs contained in 
the Statements of Net Cost. 

The OIG has made a practice of identifying at least one vulnerability/finding stemming from our 
financial statement work each year for detailed audit follow-up. In addition, the OIG prepares a 
separate summary of selected Custodial Activity Statement information originating from the 
financial statements that is provided to program managers. 

It is important to note that the information appearing in the aforementioned analysis is not what 
either management or the OIG defines as necessary to manage the agency’s consumer protection 
program. Rather, this financial information is what FASAB defines as being minimally 
necessary for FTC management to meet its accountability mandate. 


■'Benefits include; enhanced accountability, improved financial systems, improved 
reliability of management information, improved internal controls and more timely identification 
I of inefficiencies and/or weaknesses. 
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In short, the OIG attempts to use the financial audit as a building tool for other purposes. 


Audit Cost 

The OIG at the FTC is provided with an annual budget of 5 FTE’s and contracting dollars of 
approximately $100,000 per year. The OIG budget, when adjusted for inflation, has stayed 
relatively constant over the past 5 years or for the time span we have been conducting financial 
statement audits. From this budget, my office commits approximately $60,000 per year to an IPA 
contract ($56,500 in 1997 and $60,500 in 2001) to perform the financial statement audit. In 
addition, my office also applies approximately one half to three quarters of an FTE to the audit. 
Consequently, conducting a financial statement audit is a major commitment of OIG resources. 

Yet, I believe the resource commitment is a wise expenditure of taxpayer funds. For example, in 
reviewing the comparative FTC financial statements for fiscal years 2000 and 2001, a total of 
over $616,000,000 was subjected to audit. The OIG audit cost for these two years (IPA contract 
cost plus OIG staff) totaled approximately $240,000. To use an analogy, this is similar to an 
individual earning $100,000 ($616 million) annually who decides to spend $39 ($240,000) on a 
physical exam. 

A few comments on management cost. 

1- When public servants are provided control over taxpayer funds they have an obligation to 
ensure that such funds are properly managed and accounted for. Undertaking a financial 
statement audit is a recognized way to discharge this important obligation. 

2 - A financial statement audit should be viewed as a quality control activity that is an integral 
part of the overall management process. It provides needed feedback to management. The 
absence of such audits in past years may in part explain why govenunent financial management 
I is held in low regard. 
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3 - When considering management costs, it is important to distinguish between the incremental 
cost of an audit verses the cost management will need to incur to correct a procedural weakness 
or respond to a system breakdown, For example, taking the time to meet with auditors to discuss 
adjustments on a cash reconciliation that ties a Treasury cash account to the agency’s general 
ledger account would be an incremental cost. When auditors request management to prepare or 
correct a routine reconciliation required of all financial organizations, the resources needed to 
complete this task should be assigned to the cost of administering an effective financial operation 
and not the audit. 

These points lead me to a general statement about auditing cost. All other things being equal, the 
better managed the unit or organization being audited the lower the cost of the audit will be for 
management. The more knowledge the audit team has of the organization being audited the lower 
the cost will be for the audit organization. 

Finally, from either side of the cost ledger one should also consider audit recommendations that 
result in money being returned to the agency. For example, in FY 2000 the OIG audit team 
identified rent overpayments by the agency of $189,000. In 2001, the majority of these 
overpayments were repaid to the agency. While audit savings can help offset audit cost and are 
therefore important, they should not be the driving force for justifying why a financial statement 
audit should be performed. This is particularly true for small agencies where such savings will be 
intermittent or even in larger organizations whose financial management program functions 
effectively. 


Lessons Learned 

1 - The process is evolutionary. Management needs to believe that they have a chance to succeed 
and that sufficient resources and accounting help is available. This is particularly important in the 
first few years when no blueprint or financial statements exist. 
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2 - If a custodial activity statement is required the OIG should involve itself directly in the audit 
as the IP A learning curve will result in a high contract price. 

3 - Stay the course. Ad hoc efforts to provide information to the auditors in the early years are 
ultimately replaced with systems that routinely collect needed data which is used to prepare the 
financial statements. Obtaining quality information becomes easier over time. 

4 - After a number of years of performing the audits it becomes possible to identify trends. 
Unusual trend deviations provide worthwhile areas to investigate further. 

5 - The OIG should make an effort to use the results of its financial statement audit to select 
targets for more in-depth follow-up reviews. 


Managers in non-CFO agencies were provided flexibility by Congress when their agencies were 
not named as needing to comply with the CFO Act. This exclusion provided federal managers 
with the freedom to move into financial statement auditing at a pace of their choosing. After all, 
the CFO Act does not preclude agencies from undertaking financial statement audits. It appears 
based on the GAO survey, that many managers viewed their agency exclusion from the CFO Act 
as a reason for not needing to undergo a financial statement audit. I view this as a lost 
opportunity. 

In the GAO survey which provides background for today’s hearing, a chart appears on page 15 
that details the “Key Legislation Requiring FS Audits.” These various pieces of legislation make 
it clear how broad based financial statement audit coverage is and how universally recognized its 
value is as a method to improve internal controls, identify weaknesses and thereby help to ensure 
accountability. 

I believe the onus should be placed on those officials who do not perform financial statement 
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audits to explain why such an expenditure is so low on their list of spending priorities. They 
should be asked to explain how they are currently satisfying themselves that all funds under their 
control are being accounted for, particularly in light of the long legislative history of requiring 
such reviews of other public and private organizations of differing size. 


*************************** 


Mr. Chairman, this concludes my remarks. 1 would be happy to answer any questions you or any 
member of the Subcommittee may have about my office’s experience in conducting financial 
statement audits at the FTC. 
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Mr. Horn. Our last presenter, and then we’ll go to questions, is 
the Honorable Paul Brachfeld, Inspector General for the National 
Archives and Records Administration. 

Mr. Brachfeld. Good afternoon. I am Paul Brachfeld, the In- 
spector General of the National Archives and Records Administra- 
tion. I thank you for the opportunity to testify before this distin- 
guished subcommittee. 

I must first apologize for not having presented a written state- 
ment prior to my testimony, as I was just called upon yesterday to 
join this distinguished panel. However, I am pleased to be here to 
lend my support to this proposed legislation. 

I speak as the Inspector General of the National Archives and 
Records Administration and in my former capacity as Assistant In- 
spector General for Audits at both the Federal Communications 
Commission and the Federal Election Commission. 

In fiscal year 2002, NARA was appropriated an annual budget of 
approximately $289 million and 2,794 full-time equivalent posi- 
tions, or FTEs. The $289 million includes appropriations for oper- 
ations, repairs and restoration of facilities and grants. 

NARA operations are spread throughout 37 facilities nationwide 
to include archives and records services facilities and Presidential 
libraries. NARA also publishes the Federal Register, administers 
the Information Security Oversight Office and makes grants for 
historical documentation through the National Historical Publica- 
tion and Records Commission. 

In addition to our annual appropriation. Public Law 106-58 es- 
tablished the Records Centers Revolving Fund on September 29, 
1999. The enabling legislation authorized NARA to charge cus- 
tomers for records storage and services. Income from these oper- 
ations in fiscal year 2002 is estimated to be approximately $107 
million. 

NARA also maintains a gift fund with estimated fiscal year 2002 
availability of approximately $9.2 million, and Trust Funds with 
estimated fiscal year 2002 operating income of approximately $15.9 
million. 

I am pleased to report that in the 2 years that I have served as 
the IG at NARA, the components of the agency which are subject 
to financial audit have received clean or unqualified opinions. 
These audits of Revolving Fund and Gift and Trust Funds were 
performed under the control and direction of the GIG. While no 
material weaknesses were detected, the Independent Professional 
Accounting Firm [IPA], did identify opportunities to strengthen fi- 
nancial accounting practices and procedures and enhance internal 
controls, most notably as related to information technology controls 
and continuity of operations. 

Currently, NARA does not perform a financial statement audit 
over our appropriated funds. The OIG does not have any funding 
or resources to oversee or perform this work. 

As you know, the GAO transmitted a survey to my agency dated 
September 28, 2001, focusing upon whether financial statement 
audit requirements should be expanded to certain agencies, includ- 
ing NARA. Question 54 of the survey was “Why has your agency 
chosen not to have its financial statement audited?” 
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In response, the NARA Director of Financial Management Serv- 
ices checked all four boxes provided. They were as follows: Not 
statutorily required; insufficient funding; insufficient financial 
management staff; insufficient expertise in preparing financial 
statements. 

I think that “choice” should be removed from this equation and 
that the OIG should be provided the necessary staffing and re- 
sources to perform in work. 

At NARA, the proposed price for this first option year of a 
multiyear contract with an IPA to provide financial auditing serv- 
ices to the Revolving Fund and Trust and Gift Funds is approxi- 
mately $260,000. The OIG does not have any dedicated financial 
auditors on staff to administer the contract and performance; thus, 
this collateral part-time duty is shared by myself, the Assistant In- 
spector General for Audits and an information technology auditor. 
I do not consider this to be an optimal staffing solution. 

Financial accountability and stewardship over funds is too impor- 
tant a matter to compromise due to a lack of enabling resources. 
I believe that this office should have the necessary resources to ac- 
complish our mission and that defined by Congress and Public Law 
100-504, the Inspector General amendments. Thus, should this leg- 
islation be ratified, there is a critical need to provide funding and 
resources to support the intent of Congress. 

I continue to face a critical shortage in resources, and in this 
semiannual reporting period, I have continued to alert Congress to 
the situation. I firmly support the adoption of this legislation, but 
I’m well aware that without funding and, more importantly, audi- 
tors on staff with financial statement auditing expertise, the task 
of performing this work will be daunting. 

Over a decade ago, when I served as the Assistant Inspector 
General for Audits at the FCC, I met with the chairman to brief 
him on the results of my limited financial statement audit of se- 
lected balance sheet accounts that I had single handedly per- 
formed. The balance sheet line items I looked at were accounts re- 
ceivable, accounts payable, and property, plant and equipment. In 
this audit, constrained by lack of resources and staff I was all 
alone, I identified significant deficiencies. 

When I met with the former chairman and attempted to explain 
my findings, he confessed that he could not follow my presentation. 
Thus, I simplified them by asking him whether he would invest in 
a company that couldn’t track its receivables and payables, and 
didn’t place a valuation on their property, plant and equipment. He 
laughed and said, “Of course not,” at which point I congratulated 
him on being the CEO of that company. 

Since that meeting I held in, I believe, 1991, the FEC has moved 
quite a distance as OIG auditors, with the support of the CFO, are 
now performing full financial statement audits and received un- 
qualified clean opinions. However, this progress may not be shared 
by all agencies. 

I believe that we owe it to the taxpayers to demonstrate proper 
stewardship of our assets and account for how we budget and 
spend our money. We owe it to them to guarantee that we in the 
public sector are using timely, reliable and comprehensive financial 
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information when making decisions which impact upon them and 
the welfare of their loved ones. 

It’s not logical to me that certain Federal agencies are required 
to perform annual financial statement audits while others are ex- 
cluded from these requirements. I believe that sound financial au- 
diting practices, as required by the CFO Act, can and do provide 
tangible benefits to our customers and should be extended to a 
broader range of agencies as called for in this proposed legislation. 

Mr. Chairman, this concludes my remarks. I would be happy to 
answer any questions you or any member of the subcommittee may 
have about my office’s experience related to financial or related 
matters. Thank you very much. 

Mr. Horn. Well, thank you. 

[The prepared statement of Mr. Brachfeld follows:] 
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Accountability of Tax Dollars Act of 2002 
Introduction 


Good afternoon, I am Paul Brachfeld, the Inspector General of the National 
Archives and Records Administration (NARA) and I thank you for the 
opportunity to testify' before this distinguished Subcommittee. I must first 
apologize for not having presented a written statement prior to my testimony 
as I was just called upon yesterday to join this distinguished panel. 

However, I am pleased to be here to lend my support to this proposed 
legislation. I speak as the Inspector General of the National Archives and 
Records Administration and in my former capacity of Assistant Inspector 
General for Audits at both the Federal Communications Commission and at 
the Federal Elections Commission. 


' This written statement, my oral presentation and any responses to questions I might provide reflect my 
views and do not necessarily reflect the views of NARA, nor any other Inspector General in the PCIE/ECIE 
community. 
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In Fiscal Year (FY) 2002 NARA was appropriated an annual budget of 
approximately $289 million and 2,794 Full-time Equivalent positions or 
FTEs. The $289 million included appropriations for operations, repairs and 
restorations of facilities, and grants. NARA operations are spread 
throughout 37 facilities nationwide to include archives and records services 
facilities and Presidential libraries. NARA also publishes the Federal 
Register, administers the Information Security Oversight Office, and makes 
grants for historical documentation through the National Historical 
Publications and Records Commission (NHPRC). 

In addition to our annual appropriation. Public Law 106-58 established the 
Records Centers Revolving Fund on September 29, 1999. The enabling 
legislation authorized NARA to charge customers for records storage and 
services. Income from these operations in FY 2002 is estimated to be 
approximately $107 million dollars. NARA also maintains a Gift Fund with 
estimated FY 2002 availability of approximately $9.2 million and a Trust 
Fund with estimated FY 2002 Operating Income of approximately $15.9 
million dollars. 
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Current Status of Financial Audit Activity 

I am pleased to report that in the two years that I have served as the IG at 
NARA, the components of the agency which are subject to financial audit 
have received clean or unqualified opinions. These audits of the Revolving 
Fund, and Gift and Trust Funds were performed under the control and 
direction of the OIG. While no material weaknesses were detected, the 
Independent Professional Accounting firm or IPA, did identify opportunities 
to strengthen financial accounting practices and procedures and enhance 
internal controls most notably as related to information technology controls 
and continuity of operations. 

Currently, NARA does not perform a financial statement audit over our 
appropriated funds. The OIG does not have any funding or resources to 
oversee or perform this work. As you know the GAO transmitted a survey 
to my agency dated September 28, 2001 focusing upon whether financial 
statement audit requirements should be expanded to certain agencies 
including NARA. Question 54 of that survey was "why has your agency 
chosen not to have its financial statements audited?" In response, the NARA 
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Director, Financial Services Division checked all four boxes provided. They 
were as follows: 

9 Not statutorily required 
9 Insufficient funding 
9 Insufficient financial management staff 
9 Insufficient expertise in preparing financial statements 

I think that "choice" should be removed from this equation and that the OIG 
should be provided the necessary staffing and resources to perform this 
work. 


Audit Cost and Resources Required 

At NARA, the proposed price for this first option year of a multi-year 
contract with an IPA to provide financial statement auditing services to the 
Revolving Fund and Trust and Gift Funds is approximately $260,000. The 
OIG does not have any dedicated financial auditors on staff to administer the 
contract and performance, thus this collateral part-time duty is shared by 
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myself, the Assistant Inspector General for Audits and an Information 
Technology auditor. I do not consider this to be an optimal staffing solution. 

Financial accountability and stewardship over taxpayer funds is too 
important a matter to compromise due to a lack of enabling resources. I 
believe that this office should have the necessary resources to accomplish 
our mission and that defined by Congress in PL 100-504, the Inspector 
General Act Amendments. Thus, should this legislation be ratified there is a 
critical need to provide funding and resources to support the intent of 
Congress. I continue to face a critical shortage in resources and in this 
semiannual reporting period I have continued to alert Congress to this 
situation. I firmly support the adoption of this legislation but am well aware 
that without funding and more importantly auditors on staff with financial 
statement auditing expertise, the task of performing this work will be 
daunting. 
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Why Should Financial Audits be Performed? 

Over a decade ago, when I served as the Assistant Inspector General for 
Audits at the FCC, I met with the Chairman to brief him on the results of a 
limited financial statement audit of selected accounts on the Balance Sheet 
that I had single handedly performed. The balance sheet line items included 
accounts receivables, accounts payable, and property, plant and equipment. 
In this audit constrained by a lack of staff and resources (I was the only 
auditor on staff at that time) I identified significant deficiencies. When I met 
with the former Chairman and attempted to explain my findings he 
confessed that he could not follow my presentation. Thus I simplified them 
by asking him whether he would invest in a company that couldn't track 
receivables and payables, and didn't place a valuation on their property, 
plant and equipment. He laughed and said "of course not" at which point I 
congratulated him for being the CEO of that company. 

Since that meeting held in I believe 1991, the FCC has moved quite a 
distance as OIG auditors with the support of the CFO are now performing 
full financial statement audits and have received unqualified or clean 
opinions. However, this progress may not be shared by all agencies. I 
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believe that we owe it to the taxpayers to demonstrate proper stewardship 
over our assets and account for how we budget and spend our money. We 
owe it to them to guarantee that we in the public sector are using timely, 
reliable, and comprehensive financial information when making decisions 
which impact upon them and the welfare of their loved ones. It is not logical 
to me that certain Federal agencies are required to perform annual financial 
statement audits while others are excluded from these requirements. I 
believe that sound financial auditing practices as required by the CFO Act, 
can and do provide tangible benefits to our customers and should be 
extended to a broader range of agencies as called for in this proposed 
legislation. 


Mr. Chairman, this concludes my remarks. I would be happy to answer any 
questions you or any member of the Subcommittee may have about my 
office's experience related to financial and related matters. 
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Mr. Horn. We’re now going to go to questions. It will be 5 min- 
utes for each of us. We’ll just start with myself and then the rank- 
ing member, then Mr. Kanjorski. 

Let’s start with Mr. Engel, Director of Financial Management 
and Assurance for the U.S. General Accounting Office. Mr. Engel, 
your testimony generally supports the thrust of H.R. 4685. From 
your experience, what do you see as the primary benefits to an 
agency to prepare agency-wide financial statements and having 
them audited? 

Mr. Engel. Yes, Mr. Chairman. My experience with the CFO Act 
agencies, as well as in the private sector, prior to coming into the 
Federal Government, was very similar to the results that we had 
seen from the surveyed agencies and that is displayed on the chart 
over here. 

Enhancing accountability is certainly an experience that many of 
the CFO Act agencies have had during these initial audits since 
the CFO Act was passed. Identifying inefficiencies and weaknesses 
and improving internal controls, we’ve seen that while, as you had 
mentioned earlier, a lot of the agencies still are not receiving un- 
qualified opinions, we have seen improvements in the number of 
weaknesses and reportable conditions that are being identified out 
at the agencies. 

The agencies are being alerted to where the real problems are, 
which is one of the benefits of having a financial statement audit 
by an independent auditor; and actions are being taken to address 
these. 

The reliability of financial information is also a key result of hav- 
ing a financial audit. When you recall, back to the early years of 
the CFO Act and the audits of the IRS financial statements, I be- 
lieve in front of this subcommittee, there were various hearings 
and there was a lot of discussion about the amounts of taxes receiv- 
able. 

There were large amounts that were originally on the books, but 
it was through the financial statement audits that it was deter- 
mined that many of those amounts were not valid receivables. In 
many cases, we had duplicates, even triplicates of amounts being 
counted as receivables. So we really were not reacting to an 
amount that we could go after and collect. 

We also did not have a very good idea of what the collectability 
of those receivables were. It’s been through the audit process that 
we’re getting a better handle on how much we could expect to go 
after and collect so that we can plan future decisions down the 
road. 

These would be some of the key things I’d identify. 

Mr. Horn. Mr. Engel, what changes, if any, would the General 
Accounting Office propose making to H.R. 4685? 

Mr. Engel. I think some of the key ones relate to discussions 
we’ve had here today. 

We had a lot of discussion about the dollar threshold. As our sur- 
vey had identified, one of the factors was using the budget author- 
ity. But there were several other factors that we felt important and 
the respondents, I believe, felt important as well. These included 
the fiduciary responsibilities and the risks of the operations them- 
selves. 
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The idea of using a dollar threshold certainly makes it more sim- 
ple to design the law itself. One way around that — again, that I 
had mentioned in my testimony — if you wanted to stick with that, 
but still build in the factors, is to give 0MB the authority to make 
decisions as to adding or excluding agencies that meet the dollar 
threshold; but maybe they do not meet some of the other factors 
that have been identified as important in making a decision as to 
whether or not an audit should be done or not. 

That would be one mechanism I think should be considered. 

Another is the waiver authority that’s being authorized. The way 
the legislation is drafted right now would identify and give a tran- 
sition period. I believe it’s typically needed for entities that have 
not been through a financial statement audit. The waiver authority 
allows 0MB to waive the first 2 years of audit to the agencies, but 
if you do have agencies coming on subsequent to what the initial 
cut-off of agencies are, we need to build something for those agen- 
cies to be able to have a transition period. 

Mr. Horn. I’m going to have to move to the third question with 
you. Other than the dollar threshold, what factors should be con- 
sidered in deciding whether an agency should be included in the 
legislation? 

Mr. Engel. Some of the most important ones, I think, are to take 
a look at that agency and determine if they are responsible for fi- 
duciary responsibilities. Are they handling funds on behalf of oth- 
ers? Do they have retail operations — let’s say, more risky oper- 
ations that involve the collection of funds? Do they provide insur- 
ance, do they make loans, or loan guarantees? 

Those types of factors I think would be important to consider in 
determining whether an agency should be audited. 

Mr. Horn. Good. 

Five minutes and 5 minutes, Ms. Schakowsky. 

Ms. Schakowsky. Thank you, Mr. Chairman. 

Mr. Engel, can you give us any kind of an estimate of the finan- 
cial or personnel resources that might be necessary to carry out the 
provisions of the bill? 

Mr. Engel. I can give you some of the information that we had 
from the surveys themselves. There really was a range depending 
upon the size of the agency. 

One of the dependencies is whether you have multiple offices. 
Nonintegrated systems can contribute to what it could cost; the 
range was actually from $11,000 as a low up to $350,000 for the 
audit cost itself 

Now, in between there — and those really did range from an agen- 
cy that had less than $25 million of budget authority, didn’t have 
a lot of assets or liabilities, to one that was up over $6 billion of 
budget authority 

Ms. Schakowsky. You didn’t just look at agencies over the $25 
million? 

Mr. Engel. We actually included in this survey some agencies 
that were less than $25 million. They were all above $10 million, 
but there were some that were under $25 million. 

Ms. Schakowsky. OK. 

Ms. Doone, you raised some questions about the $25 million 
threshold. What were your discussions about how we might be able 
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to setup some sort of other criteria by which we gauge whether 
someone would fall under this act? 

Ms. Doone. I noted in Mr. Engel’s testimony, and then in his re- 
sponse to the questions, giving that authority or giving some room 
to 0MB to make that determination based on assets, liabilities and 
risks of the agencies. I think that would be an appropriate course. 
That way you would be looking at budget authority as well as as- 
sets, liabilities, and fiduciary responsibilities. That I would give a 
more complete picture as to the need for audited financial state- 
ments. 

Ms. SCHAKOWSKY. Do you have any problem with the $25 million 
number being static? Even if we were to use $25 million as the 
threshold and then make other kinds of criteria? 

Mr. Engel. 

Mr. Engel. Yes. Again, what I was proposing in my statement 
was that you could get around the inflationary effect of that having 
a static number, again through OMB’s allowance of having the au- 
thority, if all they saw was the reason that an agency was coming 
on to meet the threshold was because, over time, inflation had got- 
ten them there, they could exclude that agency and explain to Con- 
gress that they don’t believe that agency should be added. 

Ms. ScHAKOWSKY. Mr. Reger, I was interested, you indicated that 
the Eederal Communications Commission still has a number of for- 
midable challenges in complying with the audit requirements. 

Can you describe those challenges? 

Mr. Reger. Integrating financial systems is probably one of the 
largest challenges. We have a number of systems, and trying to 
make them all work in a timely manager — ^you’re aware that the 
financial CEO Act requires ever-decreasing timeframes now for pro- 
viding audited financial statements. 

Those timeframes are difficult for us as we try to gather informa- 
tion from many systems, just as an example. 

Ms. ScHAKOWSKY. And so, what do you conclude with that? Are 
you in support of that legislation? 

Mr. Reger. The Commission hasn’t taken a position, ma’am. 

Ms. ScHAKOWSKY. But you’re saying right now you would not be 
in a position to comply? 

Mr. Reger. No, we do in fact comply. We currently generate 
auditable financial statements. 

Ms. SCHAKOWSKY. But it’s hard? 

Mr. Reger. It is very difficult. 

Ms. ScHAKOWSKY. Mr. Brachfeld, you indicated that the burdens 
of an audit requirement would strain your office’s resources. 

Do you have some idea of the number of staff positions and the 
budget authority you’d need if this bill were to pass? 

Mr. Brachfeld. Based upon my past experience in the Eederal 
Communications Commission, where I served as AIG and actually 
worked with Mr. Reger, I would estimate at least two people, two 
OIG staff financial auditors; and then the financial dollars, if we 
brought in a contractor. 

Right now, we pay, I think approximately — I quoted somewhere, 
I think, about $180,000 or so for the larger part of the Revolving 
Eund financial statement audit. To incorporate our appropriation. 
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I would guess we’d probably look — say we’d have to bring in a ven- 
dor for probably $300,000 more, or something along those lines. 

Ms. ScHAKOWSKY. Let me ask this last question. Anyone can an- 
swer. 

Since this legislation does not include any increase in either per- 
sonnel or financial resources to — so that you could comply, what 
would happen to your agencies were it to pass without that, those 
resources? Would you have to make cuts elsewhere? What would 
you cut? What would you do. 

Mr. Brachfeld. On the IG’s side, we would have to honor the 
request of Congress and honor the law; and we would, therefore, 
have to borrow or take staff away from other projects. 

But not only would we have to take staff from other projects, we 
would have to have the staff in house that would have that exper- 
tise, because converting an IT order or a contract order to do finan- 
cial statements is a completely different discipline. 

So not only would it be a staffing in terms reallocating staff, we 
may not have the skills on board to conduct this type of work. 

Mr. ZiRKEL. I think for the Federal Trade Commission — since we 
already go through this process, I don’t believe that as a result of 
passing the law, there would be any additional cost associated with 
this mandate. 

I also looked at this when the original CFO Act was passed. We 
at non-CFO agencies were provided an opportunity by Congress to 
move forward at our own pace into this area, realizing that this 
was a basic accountability responsibility or obligation that manage- 
ment had to the taxpayers. 

And so, I know that audits and the cost of audits, whether it’s 
management that’s incurring the cost or whether it’s an IG that’s 
incurring the cost, there are more important things that people see 
being done. But in the long list of different priorities, even if it’s 
not the highest priority, I just believe it shouldn’t be “no priority” 
or off the list. It should be somewhere in there, so that, in fact, 
management is held accountable to the public. 

And there was one chart that I found interesting from the GAO 
study, and that was a list of all of the legislation over the years 
where financial statement audits were mandated. It started, I 
guess, in 1934 with the Securities and Exchange Act. And while 
people always question financial statement audits, it doesn’t seem 
like we’ve found another alternative to meet this obligation. 

So it’s one thing to say, well, you don’t have enough money, but 
what are you doing to fulfill your responsibility there? That’s sort 
of the middle ground here. I mean, you have to almost move to do 
it until you find an alternative that is better, more cost-efficient. 
Then, if you do. I’m sure a lot of people might run to that. 

Without that alternative, I think what we have here seems to 
work. Even if it’s not the highest priority, it should certainly fall 
somewhere in the whole scheme of things. 

Mr. Horn. Five minutes to the gentleman from Pennsylvania, 
Mr. Kanjorski. 

Mr. Kanjorski. Thank you very much, Mr. Chairman. 

I guess to the full panel, if this piece of legislation is passed, do 
you anticipate any savings that may occur by doing the auditing 
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process that would, therefore, pay for and justify the audits, or is 
this just duplicative? 

Mr. ZiRKEL. My experience is that — for example, I mentioned 
that we have an IPA, and we also put in about a half a work-year 
on our staff. The IPA is a CPA firm under contract to the OIG for 
around $60,000 a year. 

In the year 2000, for example, we found an overpayment of rent 
at the FTC that totaled $189,000. The FTC had closed some re- 
gional offices and, in fact, the landlord was continuing to bill the 
agency. When we located that, then they went — the next year, they 
went back and got a refund for the overpayment. 

Well, this $189,000, in essence, would pay for 3 or 4 years of my 
audit. 

I am not one to justify a financial statement audit based on sav- 
ings. That puts a lot of pressure on the system, and it sort of sets- 
up the wrong relationship between management and the auditors. 
Nevertheless, and particularly in small agencies, savings will be 
intermittent, but they will help. And this was just one example. 

In most years we always have some savings and, most years, 
they’re smaller. So I think that savings are a very real benefit. It’s 
just difficult to say that those savings in all cases will offset all of 
the costs. So in fact this is a cost-efficient approach. 

In most cases, I believe it will be. 

Mr. Kanjorski. To a large extent, an audit would determine 
whether or not the agency is performing its mission? 

Mr. ZiRKEL. Yes. 

Mr. Kanjorski. And it is a way of Congress and the executive 
branch knowing where it’s going; is that correct? 

Mr. ZiRKEL. I believe for agencies that have custodial activity 
statements that where we get into these fiduciary responsibilities, 
that moves into the mission of the agency. And I believe it also will 
help in terms of — there’s another statement called the Net Cost 
Statement, and then that cost statement, I think, is audited costs 
that can be used with GPRA. So in that respect, a financial state- 
ment audit with net cost will help and make sure that manage- 
ment is not coming up with costs to tie to a performance measure 
that is not tied to anything. 

Mr. Kanjorski. Just for the efficacy, do you fear this may put 
pressure, external pressure on your agency since you regulate those 
of us who sit up here? 

Ms. Doone. I don’t think we would be concerned about external 
pressure, but going to your previous question and the one from the 
last round, we don’t think there would be any cost savings for us, 
because we believe our internal controls are quite tight, and we do 
think there would be, in fact, an increased cost. We have a very 
small IG office, a staff of four. Either they would have to stop work 
on existing projects or we would have to contract out. 

Mr. Kanjorski. We may like you to have them stop work on cer- 
tain projects. Mr. Engel, I am particularly interested in the Endow- 
ment for Democracy. Are you aware of that organization? That’s 
funded by Congress, too, at about $33 million a year, and is a re- 
cipient of incredible amounts of money that they send out around 
the world. And it is structured, as I understand it, as a nonprofit 
501(c)(3) corporation established by Congress to, I guess, aid and 
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assist the State Department, CIA and other agencies of the Federal 
Government, but they practically — I have feen in Congress 18 
years and I can’t find out everything they give their money to. 

But Mr. Chairman, I have a piece from the New York Times I 
would like to make part of the record of their most recent activities 
in Venezuela. 

Mr. Horn. Without objection, this will be put in the record. 

[The information referred to follows:] 



Ill 
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Mr. Kanjorski. Do you think we ought to extend the group that 
we are looking at auditing and since this nonprofit organization 
that is a part of the U.S. Government carries on a portion of our 
foreign policy and invests in elections to unseat democratically 
elected presidents sometime; that it may be worthwhile to audit 
some of these independent agencies or quasi-governmental agencies 
that expend government funds? 

Mr. Engel. 

Mr. Engel. I think that could be considered. It could actually be 
considered and part of this legislation. If so, it would be probably 
on an agency-by-agency or entity-by-entity basis and looking at the 
risks. 

Mr. Kanjorski. You wouldn’t see anything that the crook here 
is the fact that the agency or bureau or a quasi-government agency 
is using Federal funds. That justifies our reason why to have an 
audit performed? 

Mr. Engel. Yes. 

Mr. Kanjorski. And so it wouldn’t be inconsistent with this act 
or general good principles of government if we included an agency 
like the Endowment for Democracy to be audited also. 

Mr. Engel. To cover the government funding. 

Mr. Kanjorski. You are with the General Accounting Office? 

Mr. Engel. Yes. 

Mr. Kanjorski. And you never heard for the Endowment for De- 
mocracy? Well, anybody else? 

Mr. Horn. Nobody would do it from GAO unless we request it. 
Sometimes you dig it up yourself But actually, it’s is a rather fine 
group. And as I remember, the leaders came mostly out of the 
American labor movement because they were upset by the Stalin- 
ist, Marxist, Soviet type of labor. 

Mr. Kanjorski. It did grow out of the cold war, Mr. Chairman, 
but I think the cold war ended sometime in the last decade. But 
it carries on 

Mr. Horn. It hasn’t ended in Cuba at this point and it hasn’t in 
some of the types of — well, even in the party now in control in part 
of the Duma is Communist. As I remember when I was in the De- 
partment of Labor, that basically was to get 

Mr. Kanjorski. So the record is clear, it just doesn’t fund the 
labor movement. It is an uncanny organizational structure that has 
four basic institutes: It funds the National Chamber of Commerce 
and it funds the AFL-CIO Institute, so they balance off labor and 
big business and they get their portion of the funds. 

It also funds the Republican Institute, Republican party so it can 
have a travel agency; and it funds the Democratic Party Institute 
so it can have a travel agency. But above and beyond that, and far 
beyond the appropriated funds, it receives actually unknown funds 
from aid and other Federal agencies that get channeled. And it just 
strikes me the last time I raised this issue, the Endowment for De- 
mocracy funded a poll against the President of France, for the pur- 
pose of creating some democracy, I am not sure. But there are a 
great deal of funds, almost $1 million are channeled into organiza- 
tions that brought about, or attempted to bring about the fall of the 
democratic-elected president in Venezuela. I don’t necessarily sup- 
port the policies of that democratically elected president. But I 
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begin to wonder if we have an audit that we’re talking about here 
with quote, executive agencies that exist out there, maybe we 
ought to start auditing some of these agencies that are below the 
radar screen. 

Mr. Horn. Well, as I remember, they also try to get fair elections 
and go as pollsters and observers and see if 

Mr. Kanjorski. All functions could be performed by the State 
Department or other executive agencies of the United States. 

Mr. Horn. Well, I would think somebody’s knows that a precinct 
is a lot better than a lot of the people in the Department of State. 
They can analyze it. They can read the newspapers. They do a very 
fine job, but if you are going to talk to real people, we ought to be 
getting people from Chicago, Jan, and they would know how an 
election ought to be — and hopefully it wouldn’t be a resurrection 
day which has been in places like Pittsburgh, Philadelphia, Boston, 
so forth. But it is very interesting. Was that a recent part of the 
New York Times? 

Mr. Kanjorski. Last week, I believe. 

Mr. Horn. OK. We will startup again now and use 5 minutes. 
And Ms. Doone, in your testimony, you mentioned your agency al- 
ready has strong internal controls and that audited financial state- 
ments would not result in greater accountability or tighter controls. 
What type of controls does the Federal Election Commission cur- 
rently have in place? 

Ms. Doone. We have a Finance Committee composed of commis- 
sioners who determine and propose to the full commission the allo- 
cation of our budget authority among offices and projects. Once 
that is established after we have received our appropriation, we 
have monthly budget execution reports which show the moneys 
that have been obligated and expended for each object class for 
each division within the agency. 

Further, on the lowest level there must be supervisory approval 
for all obligations and expenditures within each office. There is fur- 
ther approval going all the way up into the administrative office as 
well as the finance office who puts these together. Further, when 
invoices are received, the invoices go back to the procuring office 
where they assign to the people who have procured the services or 
goods to sign-off and certify that the amount is correct. 

Before the payment is made, we have a certifying officer inde- 
pendent of the whole process reviewing the invoices to ensure ev- 
erything is in order before payment is made. Further, when we 
submit our quarterly SF133s to Treasury, we must balance with 
our balances over at the Treasury Department. We do this quar- 
terly, and annually we submit a SF 2108 so that we know our bal- 
ances are in order. 

With respect to contracting, the Commission must again approve 
all FEC-issued contracts. We believe from the lowest level to the 
highest level we have checks and balances throughout our budg- 
etary and expenditure process. 

Mr. Horn. But basically, your agency ensures financial account- 
ability and effective internal controls without independent verifica- 
tions by auditors. 

Ms. Doone. That’s correct. 
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Mr. Horn. You have an internal auditor situation. Has there 
ever heen an audit in the history of the Federal Election Commis- 
sion? Has it ever been under an audit by an outside accountant? 

Ms. Doone. In terms of the financial statements, no. 

Mr. Horn. That’s right. 

Ms. Doone. For the financial statements. 

Mr. Horn. So that is part of the good government that we passed 
here about 10 years ago. Is your statement that the Federal Elec- 
tion Commission doesn’t conduct outside audits, but conduct inter- 
nal controls are the equivalent? 

Ms. Doone. As I mentioned, we have an IG whose audits, be- 
cause the IG is not auditing programmatic issues at the FEC, most 
of their audits are confined to the administrative side. We do have 
IG audits that are performed on our procurement policies, training 
procedures, how we procure training. But yes, it’s correct that we 
have never had audited financial statements. 

Mr. Horn. How would your agency fund the cost of a financial 
statement audit? 

Ms. Doone. Our IG office consists of four employees. It is un- 
likely that they would have the resources among the current staff 
to do the audited financial statements themselves. If they were to, 
they would have to stop working on other projects. If that is not 
a desirable outcome, we would have to fund it from the rest of our 
budget, and at this point, I don’t know where the Commission 
would decide to take the funds. 

Those funding decisions are made initially by the Finance Com- 
mittee, and then the recommendations are submitted to the full 
Commission for approval. So I don’t know at this point where we 
would take the funds, but they would have to come from some pro- 
gram area. 

Mr. Horn. What is the budget now for the Federal Election Com- 
mission? 

Ms. Doone. For fiscal year 2002, our appropriation is $43.7 mil- 
lion. 

Mr. Horn. Now I think about eight to 10 years ago. Congress 
gave the FEC about $3 million to computerize your operation. They 
didn’t do it. And I remember the Appropriations Committee saying 
I will never do anything for that agency again, which I can under- 
stand when a group says this is what we need it for, we give it to 
them, they don’t use it and just hire more people. And the question 
was, how to get the clients to see the various financial matters that 
we have to put as people running for office and the citizens need 
to be able to access that computer base. 

What can you tell me about that computer base now? What kind 
of satisfaction are you giving to either reporters, to politicians, to 
staff, to every citizen that wants access? 

Ms. Doone. Mr. Chairman, over the past few years, we have 
been working very closely with the House Appropriations Commit- 
tee who have been very supportive in funding our information tech- 
nology projects and in fact has been earmarking funds for us over 
the past few years to accomplish that. We are in the midst of con- 
verting to a client server system for our disclosure data base to 
which you were referring where the financial disclosure reports are 
placed. We are converting into the new environment now. 
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As you may know, we implemented mandatory electronic filing 
in 2001, so that now over 80 percent of our transactions are coming 
into the Commission electronically. We are moving in the right di- 
rection to move toward using technology to give a more complete 
picture of disclosure. 

Mr. Horn. Well, we will move from you to Mr. Zirkel on the Fed- 
eral Trade Commission. In your testimony, you indicated that the 
Federal Trade Commission has been audited for the past 5 years; 
is that correct? 

Mr. Zirkel. Yes, that is. 

Mr. Horn. And describe the level of effort that went into prepar- 
ing and having audited financial statements for the first time. 

Mr. Zirkel. The first time, the first and second year was much 
more difficult because what we found is that the audit team had 
to work much more closely with management in developing rec- 
onciliations. And when we would ask for, let’s say for a list of judg- 
ments, how much was the agency’s judgments for the year, that 
would have to be in fact created because those lists didn’t exist. As 
the audits went on over the years, what happened with the dis- 
cipline of the audit was that all of a sudden systems begin to de- 
velop and the next year, the reconciliation was there. The system 
was in place and we learned that the program people would discuss 
and reconcile matters with the finance staff. So as the years went 
on, the cost of the audit from the IG standpoint — it’s around 
$120,000 a year but the cost of the audit would stay the same. The 
quality of our audits is improving every year. And again, intermit- 
tently throughout the years we would find some savings in the au- 
dits to offset the cost of the audit, but we don’t focus on that. 

I think the IG also has the responsibility to make use of this fi- 
nancial statement in order to, not just a throw it to management 
when we find something where we think additional benefits are, we 
will schedule another audit outside the financial statement audit to 
look in that area. We have done that over the last few years and 
that has paid some dividends. 

Mr. Horn. Now you went through this. There are other agencies 
that might go through this as well. What problems, if any, did your 
agency encounter during that first year audit? What would you ad- 
vise other commissions and agencies? 

Mr. Zirkel. I think you start with the proposition that manage- 
ment is rather nervous about this whole process. They don’t know 
what the costs are or what the outcome is going to be. I think even 
in the finance units they are afraid that they are going to fail. You 
have to start out with the proposition that you are there — that as 
a result of this effort, we’re going to improve management at the 
agency and we are working together, even though we’re independ- 
ent and we are still all working for the taxpayer. 

I think with that idea and also saying that we are going to pro- 
vide some accounting expertise, the development and creation of 
the financial statements requires a high-level of professional ac- 
counting. It requires FASP standards and understanding of OMB’s 
form and content standards. I think the audit team can bring some 
expertise and help management in these areas. 

If they are willing to commit the resources to do that, then in the 
first year, it will be successful; it will be trying but successful. 
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From there, you can build on that. I believe if you get into an area 
where you have an agency where there is a custodial activity state- 
ment involved, this is the fiduciary side, that it’s important for an 
IG auditor to work with an IPA auditor and because a lot of these 
agencies have so many unique programs. If you want to be effi- 
cient, you have to know the program and IG staff know the pro- 
gram. So a partnership between IPA and IG audits would keep the 
audit costs down from the side of the GIG. Those were some of the 
lessons we learned. 

Mr. Horn. The 24 Chief Financial Officer Act agencies are also 
required to issue a report on internal controls and compliance with 
laws and regulations, and to state whether the agency is in compli- 
ance with the Federal Financial Management Improvement Act. 
Have the Federal Trade Commission auditors prepared these re- 
ports for your agency? If so, what were the results? 

Mr. ZiRKEL. Yes. We go through the — in the opinion, the overall 
opinion, we not only certify to the financial statements, but we cer- 
tify to internal controls. We go through that process and we do note 
problems with compliance when staff reports the information, so 
we have done that and the agency is generally in compliance with 
its various laws and regulations. 

Mr. Horn. Would you propose any changes to Mr. Toomey’s bill, 
H.R. 4685? 

Mr. ZiRKEL. No. I don’t have a personal opinion on the level or 
the size that it should be. I know there has been some discussion 
here today. I would say, though, that to the extent that an organi- 
zation or an agency has no fiduciary responsibility, it has a small 
budget and it has good controls. The cost of a financial statement 
audit should not be excessive. My experience is that to the extent 
that the financial offices are operating effectively, the cost of the 
audit is way down. The extent of agency problems really raise the 
cost of an audit. So getting back to answering the question, I don’t 
have a limit or a dollar limit so I can’t really add to that. 

Mr. Horn. Mr. Brachfeld, what about your thoughts on Mr. 
Toomey’s bill? Is there anything else that we ought to look at 
there? 

Mr. Brachfeld. Again, I want to reemphasize that I think it is 
very valuable to do this work. I should say some Federal agencies 
contract out most of their accounting to a larger agency or larger 
component, and then they basically minimize their own accounting 
staff. They believe that because somebody else is doing their book- 
keeping, they don’t need to have seasoned financial auditors or ac- 
countants, I should say, on their staff. 

That leads to a climate where I believe fraud can take place. I 
have identified that on a number of occasions in my career where, 
again, they think that somebody else is — they are paying the good 
money to GSA or Department of Agriculture. One of the big guys 
is handling their accounting and they basically go to sleep and for- 
get about internal controls and forget they need to have an exter- 
nal audit oversight. 

So I support the context of this bill, and again, I am just reem- 
phasizing that I am already sinking under a volume of work, and 
I would support any opportunity to put a strong reliance that the 
IG should be given sufficient resources to do these audits properly. 
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Mr. Horn. That is an excellent point, and we will take that into 
account because you can’t just have “accountants.” You have to get 
those documents if the leadership of the agency is going to use it 
for management purposes. I think you’re right about making sure 
that anybody that is handling cash or anything else, or any way 
of — people, citizens, whatnot, that is a real problem. We shouldn’t 
hire auditors. I had an auditor when I was president of a univer- 
sity. I had him practically stationed at my door. When they moved 
in, sometimes people started running and it worked. 

So the question is what do you do? Anything else we have here? 
I have enjoyed what you have done. Is there anything else you 
want to add on the Toomey bill itself? 

Mr. Engel. I would like to point out since we had a lot of discus- 
sion about costs and benefits, I want to call attention to the results 
of our survey, figure 3 in my testimony where we did discuss that 
there was, for most parties, reported back that the benefits out- 
weighed the costs. I think that’s consistent with what we’ve seen 
in those CFO Act agencies as well. I know Ms. Doone had men- 
tioned that she feels they have strong internal controls at her agen- 
cy. When a lot of the CFO Act agencies were first being audited, 
they were self-supporting, and many of them were identifying some 
weaknesses and controls. But when you started to get external 
auditors coming in and really scrutinizing the processes, you start- 
ed identifying more critical control problems. 

For example, you’re aware of all the problems with computer se- 
curity. That is a critical issue that has been identified through 
these financial audits, which you may not be able to point to a dol- 
lar savings, but you could point out there’s been the prevention of 
some losses as a result of improvements made to systems controls. 

So, I would say we need to take that into account. These were 
the results of actual agencies that have gone through the audit 
process, many of which volunteered to do this and they are saying 
that in many cases, the benefits substantially outweigh the costs. 
We have seen those types of benefits as well on the CFO Act agen- 
cies. 

Mr. Horn. Any of you have any other thoughts? Going, going, 
gone. All right, I am going to thank all those besides the witnesses 
which were excellent. This is our staff: J. Russell George our staff 
director and chief counsel was here; Bonnie Heald, deputy staff di- 
rector; Henry Wray, our senior counsel was also here for awhile. 
And we have Justin Paulhamus. He is the majority clerk, and Mi- 
chael Sazonov is the professional intern. And the GAO detailee, we 
are thankful to have here. She is on my left, and your right, Rosa 
Harris, is doing a great job. And she will go back to the GAO and 
say, “boy, let me tell you how those people on Capitol Hill do.” She 
will start giving seminars, I think, down there. 

And now we have David McMillen, professional staff, long time 
excellent person; and Jean Gosa, the minority clerk. And we thank 
you both. And the court reporters are Julie Thomas and Nancy 
O’Rourke. And we thank you also. It is tough in these rooms and 
whatnot to hear everybody. So thank you very much all and we are 
adjourned. 

[Whereupon, at 3:25 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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statement of the U.S. Securities and Exchange Commission 

Concerning H.R. 4685, the “Acconntability of Tax Dollars Act of 2002” 

Before the Subcommittee on Government Efficiency, Financial Management 
and Intergovernmental Relations 
Committee on Government Reform 
U.S. House of Representatives 

The Securities and Exchange Commission is pleased to comment on H.R. 4685, 
the “Accountability of Tax Dollars Act of 2002.” The proposed bill would require 
Federal executive agencies appropriated budget authority of more than $25 million and 
not currently subject to the Chief Financial Officers Act or other statute requiring audited 
financial statements, to prepare annual audited financial statements. 

The Commission fully supports efforts to strengthen financial and performance 
reporting for Federal agencies. As the agency charged with overseeing the financial 
reporting of public companies, the SEC is uniquely aware of the importance of audited 
financial statements. Moreover, as a part of the federal government, we are aware of our 
obligation to the public to be faithful stewards of the fees we are authorized to collect and 
the funds we are annually appropriated. 

H.R. 4685 reflects these principles hy requiring all but the smallest federal 
government agencies to prepare and submit to the Congress and the Director of the Office 
of Management and Budget annual audited financial statements “covering all accounts 
and associated activities of each office, bureau, and activity of the agency.” The bill 
would apply to the Securities and Exchange Commission, since it is not currently 
required by law to prepare full audited financial statements and its budget authority 
exceeds the threshold established in the bill. 

The bill would require the SEC and other covered agencies to prepare audited 
financial statements begiiming next fiscal year (although the Director of the Office of 
Management and Budget could grant waivers from this requirement for up to two years). 
Without detracting from our support for the important principle embodied in this bill, we 
respectfully suggest that the bill permit the smaller agencies it covers at least the same 
amount of time to introduce those statements as was provided to larger agencies under the 
Chief Financial Officers Act of 1990, Pub. L. No. 101-576 (1990), and the Government 
Management Reform Act of 1994, Pub. L.No. 103-356(1994). 

Last year the Commission began an effort to evaluate its ability to meet the 
requirements for preparation of such statements. In its authorization request for fiscal 
years 2002-2003, the Commission requested funds to allow it to assess the requirements 
for producing audited financial statements and to begin the necessary systems 
enhancements. To date, however, the Commission has not been authorized or 
appropriated funds for this purpose. SEC staff advises us that the Commission’s current 
budget and staff resources are inadequate to make the necessary financial, information 
and management systems improvements to prepare audited financial statements. H.R. 
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4685’s ambitious deadline, fiscal year 2003, would further stress those budgetary and 
staff resources. 

Administrative management staffs of small agencies routinely face the challenges 
of meeting the government-wide management control and management improvement 
requirements imposed on the Cabinet-level and other large agencies with larger staff and 
budgetary resources. Therefore, if the bill is enacted, it should give small agencies the 
same amount of time that the larger agencies were granted to complete the extensive 
preparations for their first audited financial statements. 

Moreover, a recent General Accounting Office survey indicates that most small 
agencies that do not now prepare audited financial statements expect to use consultants to 
advise the agency in preparing for audit. Those consultants usually are independent 
public accounting firms. The Commission would likely face additional challenges in 
securing such assistance, since the SEC has regulatory responsibilities over public 
accounting firms. This challenge should not prevent our preparing audited financial 
statements, hut it may increase the costs and delay the completion of this initiative. 

Thank you for the opportunity to submit this statement for the record of the 
Subcommittee’s bearing on H.R. 4685. We hope that our comments will be useful to the 
Subcommittee. 
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United States Government 

NATIONAL LABOR RELATIONS BOARD 

OFFICE OF INSPECTOR GENERAL 

Washington, DC 20570-0001 


May 16, 2002 


The Honorable Steve Horn 

Chairman, Subcommittee on Government Efficiency, 

Financial Management, and Intergovernmental Relations 
Committee on Government Reform 
United States House of Representatives 
Washington, D.C. 20515-6065 

Attn: Ms. Rosa Harris 

Dear Mr. Chairman: 

The Subcommittee on Government Efficiency, Financial Management, and 
Intergovernmental Relations recently held a hearing on HR 4685, the Accountability of Tax 
Dollars Act of 2002. This legislation extends the financial statement audit requirements to 
agencies that are not currently subject to statutory financial statement audit requirements. We 
thought that our efforts in this area at the National Labor Relations Board (NLRB or Agency) 
would of interest to your subcommittee. 

In December 2000, my office completed an audit of the NLRB's fiscal year 1999 
accounting and reporting systems. In the audit report, we concluded that, although the NLRB is 
not required by law to prepare audited financial statements, choosing to prepare audited financial 
statements is a good business practice voluntarily adopted by several similarly sized agencies. 

By choosing to do so, the NLRB's credibility would be enhanced because it could demonstrate, 
through audited financial statements, that the Agency's financial management is sound and in 
conformance with applicable Government standards. We recommended that management 
coordinate with the General Counsel and Board to obtain a decision on whether the Agency will 
prepare annual financial statements and have periodic audits. Management agreed with the 
finding and took action to implement the recommendation. After due consideration, the 
Chairman and General Counsel decided that audited financial statements were not needed at that 
time. A copy of the audit report is provided as an enclosure. 

In August 2001, the General Accounting Office initiated a review of selected agencies, 
including the NLRB, to determine whether financial statement audit requirements should be 
expanded to certain agencies that are not required by statute to have annual financial statement 
audits. Overall, the 26 surveyed agencies reported that they either achieved significant benefits 
or would anticipate achieving such benefits from having audited financial statements. Twenty- 
one of those agencies reported that, in general. Federal agencies should have their financial 
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The Honorable Steve Horn 
Page 2 

May 16, 2002 


statements audited. The NLRB was one of only five agencies that stated that its financial 
statements should not be audited. 

I hope you find this information useful. If you have any questions or require additional 
information, please contact my Counsel, Dave Berry, or me at 202 273-1960. 

Sincerely, 


Jane E. Altenhofen 
Inspector General 


Enclosure 

cc: Board 

General Counsel 
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UNITED STATES GOVERNMENT 
National Labor Relations Board 
Office of Inspector General 



Audit of NLRB’s Fiscal Year 1999 
Accounting and Reporting Systems 

Report No. OIG-F-8-01-01 


December 2000 
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INSPECTOR GENERAL 



NATIONAL LABOR RELATIONS BOARD 


WASHINGTON, DC 20570 


December 12, 2000 


I hereby submit an Audit of NLRB’s Fiscal Year 1 999 Accounting and Reporting 
Systems, Report No. OIG-F-8-01-01. This review was conducted to evaluate the 
Agency's capability to prepare audited financial statements. 


The National Labor Relations Board (NLRB or Agency) is not required by law to 
prepare audited financial statements. However, choosing to prepare audited 
financial statements is a good business practice voluntarily adopted by several 
similarly sized agencies. NLRB's credibility would be enhanced if it could 
demonstrate, through audited financial statements, that the Agency's financial 
management is sound and in conformance with applicable government 
standards. 

The Agency currently records most financial transactions that are needed to 
prepare the principal statements, and the data recorded is reasonably 
accurate. We identified five areas where transactions would have to be recorded 
or corrected. These were workers' compensation, imputed financing costs, a 
capitalized lease, amortization of computer software, and depreciation. 

NLRB management is responsible for complying with laws and regulations 
applicable to the Agency. We found no instances of noncompliance with laws 
and regulations that would have to be reported in an audit of the financial 
statements. We found that the Agency's financial management systems 
substantially complied with the U.S. Government Standard General Ledger at 
the transaction level. The financial management systems did not substantially 
comply with the Federal financial management systems requirements or 
Federal accounting standards. 

We considered one matter, information security, involving the internal control 
and its operation to be a material weakness. With respect to internal controls 
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related to performance measures, we obtained an understanding of the design 
of significant internal controls but do not provide an opinion on such controls. 

We identified two conditions that would be reported to management in a letter 
rather than in the report on internal control. One was on time and attendance 
issues, the other involved capitalized and sensitive property. 

Recommendations addressing these findings are numbered consecutively 
throughout the report and can be found on pages 5 and 8 of this report. 
Management agreed with the findings and completed actions on all 
recommended actions but one, and tbat will be done by the end of the year. 

We recommended that the Finance Branch Chief coordinate with the General 
Counsel and Board to obtain a decision on whether the Agency will prepare 
annual financial statements and have periodic audits. After due consideration, 
the Chairman and General Counsel decided that audited financial statements 
need not be prepared at this time, but that the matter would be revisited at a 
later date at the Inspector General's request or if circumstances change. 

Although we continue to believe auditing the financial statements is a sound 
business policy, we understand this decision in light of the fact that the Agency 
may have a new Chairman and General Counsel within a year. We will reassess 
our recommendation when we evaluate the potential impact of the Reports 
Consolidation Act, enacted on November 22, 2000, on Agency operations. This 
Act allows agencies to consolidate and adjust the frequency and timing of 
financial and performance management reports. 

An exit conference was held on October 23, 2000, with the Deputy Director of 
Administration, Finance Branch Chief, and other officials from the Division of 
Administration. The Director of Administration submitted written comments 
on the draft report. She agreed with the findings and recommendations made 
in the report. The Director of Administration's comments are presented in their 
entirety as an appendix to this report. 


Jane E. Altenhofen 
Inspector General 
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BACKGROUND 

Increasing demands for Government accountability led to passage of the Chief 
Financial Officers (CFO) Act of 1990. The CFO Act established a position in 
designated agencies for an official who reports directly to the head of the 
agency to oversee all financial management activities. To help improve the 
integrity of financial information, in 1990, the Office of Management and 
Budget (OMB), the Department of Treasury, and the General Accounting Office 
(GAO) established the Federal Accounting Standards Advisory Board (FASAB) 
to develop accounting standards for the U.S. Government. 

Several laws enacted in 1996 further strengthened accountability. The 
Government Management and Reform Act (GMRA) of 1996 amended the CFO 
Act to require, among other things, the annual preparation and audit of 
organization-wide financial statements of 24 executive departments and 
agencies. The Federal Financial Management Improvement Act (FFMIA) of 1996 
requires that the report on these audits state whether agency financial 
management systems comply substantially with Federal financial management 
systems requirements, applicable Federal accounting standards, and the U.S. 
Government Standard General Ledger (SGL) at the transaction level. 

OMB Bulletin 97-01, Form and Content of Agency Financial Statements, defines 
the form and content of financial statements of executive departments and 
agencies that are required to prepare audited financial statements by 31 U.S. C. 
3515(d). OMB Bulletin 97-01 incorporates the FASAB concepts and standards 
that are the basis for generally accepted accounting principles (GAAP) for the 
Federal Government. GAAP includes the Statements of Federal Financial 
Accounting Concepts and Statements of Federal Financial Accounting 
Standards (SFFASs) recommended by the FASAB and approved by the 
Secretary of the Treasury, Director of OMB, and the Comptroller General. 

The National Labor Relations Board (NLRB or Agency) administers the principal 
labor-relations law of the United States, the National Labor Relations Act of 
1935, as amended. Approximately 30,000 charges of unfair labor practices and 
6,000 representation petitions are filed with the NLRB each year. For Fiscal 
Year (FY) 2000, the Agency was provided an appropriation of close to $206 
million and authorized 1,947 full time equivalents to staff operations at 
Headquarters and 51 Regional, Subregional, and Resident Offices and 3 
Division of Judges satellite offices. 

Executive agencies, including the NLRB, are mandated by law to follow the 
accounting principles, standards, and requirements prescribed by the 
Comptroller General, and currently issued by FASAB. NLRB is not subject to 
the CFO Act; however, the Director of Administration serves as the Chief 
Financial Officer. 


I 
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OBJECTIVES, SCOPE, AND METHODOLOGY 

This review was conducted to evaluate the Agency’s capability to prepare 
audited financial statements. To accomplish this we determined whether: 
current systems were capable of collecting and compiling information 
necessary to produce reliable financial reports; transactions were in 
compliance with applicable laws, regulations, and accounting principles; there 
was accountability over property; and internal controls were effective. 

We interviewed Agency officials responsible for financial management, 
including program managers and Regional Office staff. On a test basis, we 
examined evidence supporting the amounts recorded in the financial reports 
during FY 1999. We tested internal controls and compliance with laws and 
regulations including: Anti-deficiency Act; Budget and Accounting Procedures 
Act; Federal Managers’ Financial Integrity Act of 1982; Fair Labor Standards 
Act of 1938; Civil Service Retirement Act of 1930; Civil Service Reform Act of 
1978; Federal Employees’ Compensation Act; Federal Employees’ Health 
Benefits Act of 1959; Prompt Payment Act; and Federal Travel Regulations. 

We relied on several audit and inspection reports issued by the Office of 
Inspector General (OIG) as identified in the exhibit. We used these reports to 
form conclusions related to safeguarding of capitalized and sensitive property, 
predominately computers and related equipment, and internal controls and 
compliance with laws and regulations. During this audit we tested time and 
attendance (TSsA) at the Division of Judges in Washington. 

We tested items from the Payroll /Personnel System to determine whether 
employees were getting paid at the appropriate rate, that amounts charged for 
retirement, health insurance, and life insurance were correct, and entries into 
the system were authorized and appropriately documented. We reviewed official 
personnel files to determine whether they included forms: SF-61, Oath of 
Office; 1-9, Employment Eligibility Verification; and SF-61B, Declaration of 
Appointee. We also reviewed administrative processing of the Federal Employee 
Compensation Act program. 

We selected a sample of 15 pieces of capitalized property from the Agency's 
official property records and telephoned Regional Offices to confirm the 
property's existence, description, serial number, and bar code number. 

We selected two statistical samples to test disbursement transactions: one for 
travel expenses and another that included transactions other than rent, travel, 
and compensation and benefits. Our testing determined whether 
disbursements were made in accordance with applicable laws and regulations, 
processed in accordance with Agency processes and procedures, supported by 
adequate documentation, and correctly classified. We analyzed space rental 
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charges to identify 'anusuai activity and determined if amounts were accurateiy 
recorded in the Agency's financial records. 

We reviewed account balances as of September 30, 1999. Cash balances on the 
3GL were traced to Department of Treasury reports. We reviewed accounts 
receivable and liabilify' accounts for reasonableness, tested items by tracing 
them to supporting documentation, reviewed the process for recording 
accounts receivable, and searched for unrecorded liabilities at year end. We 
reviewed unliquidated obligations to determine if they were valid obligations 
and recorded in the correct period. We reviewed the compensation and benefits 
accrual and unfunded annual leave balance for reasonableness. We reviewed 
the accuracy of capitalized property records and verified depreciation 
calc ula Lions. 

The effectiveness of internal controls and information securily over financial 
management systems was determined through a review performed by an 
independent certified public account firm under contract with the OIG. 

This audit was performed in accordance with generally accepted government 
auditing standards during the period January through October 2000. 
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FINDINGS 

AUDITED FINANCIAL STATEMENTS 

The NLRB is not required to prepare audited financial statements under either 
GMRA or the CFO Act, However, choosing to prepare audited financial 
statements is a sound business practice voluntarily adopted by several 
similarly sized agencies. NLRB's credibility would be enhanced if it could 
demonstrate, through audited financial statements, that the Agency's financial 
management is sound and in conformance with applicable government 
standards. 

An audit of financial operations results in an opinion on the financial 
statements, a report on compliance with laws and regulations, and a report on 
internal control. A management letter may also be prepared which discusses 
findings and recommendations for improvements in internal controls that were 
identified during the audit, but were not material enough to be in the report on 
internal control. Generally, preparing audited financial statements leads to the 
development of better financial information which, when provided to 
management and decision makers, will provide the basis for producing better 
decisions. Reliable financial information is essential for analyzing the 
Government's financial condition and providing additional information beyond 
that provided in the budget. 

With a reasonable amount of effort, the Agency could prepare the required 
financial statements for an audit. The necessary data is mostly available in 
existing documents and financial systems. The Finance Branch staff would 
need training to prepare the financial statements, but this training could easily 
be provided in conjunction with the training needed for the staff to maintain 
current knowledge of FASAB staindards. A cost would be incurred for the audits 
that could be done on an annual or bi-annual basis. 

As set forth in OMB Bulletin 97-01, a financial statement includes; 

(1) Overview of the Reporting Entity (also called Management's Discussion 
and Analysis); and 

(2) Principal Statements and Related Notes, including the: 

(a) Balance Sheet; 

(b) Statement of Net Cost; 

(c) Statement of Changes in Net Position; 

(d) Statement of Budgetary Resources; 

(e) Statement of Financing; 

(f) Statement of Custodial Activity, if applicable; and 

(g) Notes to Principal Statements. 
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The overview of the reporting entity addresses the mission and organization 
structure, performance goals and results, and limitations of the financial 
statements. This section would require some original writing, but much of the 
information is already available in the reports prepared to meet requirements of 
the Government Performance and Results Act. 

NLRB is required to record transactions in accordance with the FASAB. This 
data would be the basis for preparing the first five principal statements and 
related notes. As discussed in the next section, additional data would need to 
be recorded in order to be in full compliance with FASAB. NLRB would not 
need to prepare a statement of custodial activity which is required for entities 
that collect non-exchange revenue for the General Fund of the Treasury, a 
trust fund (such as Social Security), or other recipient entities. Custodial 
collections are usually items such as taxes or duties collected by the Internal 
Revenue Service or the U.S. Customs Service. 

We specifically reviewed how backpay funds would be treated in the financial 
statements. The preferred method for backpay is for the respondent to write a 
check to the discriminatee and provide it to the Regional Office to deliver to the 
discriminatee. These transactions would not need to be recorded into the 
general ledger or reported in the financial statements according to an official 
from the GAO who consulted with the FASAB. When the Agency is provided 
backpay funds from the respondent and is responsible for making 
disbursements though the Department of Treasury, the Agency currently 
records these amounts in the general ledger in a manner that would allow 
them to be appropriately identified in the financial statements. 

Other agencies that voluntarily prepare audited financial statements include 
the United States International Trade Commission, Federal Trade Commission, 
Federal Communications Commission, and Farm Credit Administration. Three 
of these agencies were able to report to Congress that auditors had issued 
unqualified opinions on the FY 1999 financial statements. 

Recommendation 

We recommend that the Finance Branch Chief: 

1 . Coordinate with the General Counsel and Board to obtain a decision on 
whether the Agency will prepare annual financial statements and have 
periodic audits. 

Management's Comments 

Management agreed with the finding and took action to implement the 
recommendation. After due consideration, the Chairman and General Counsel 
decided that audited financial statements need not be prepared at this time. 
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PRINCIPAL STATEMENTS 

The Agency currently records most financial transactions that are needed to 
prepare the principal statements, and the data recorded is reasonably 
accurate. We identified five areas where transactions would have to be recorded 
or corrected in the SGL for the Agency records to be in accordance with OMB 
Bulletin 97-01 and GAAP. These involved liability for future workers' 
compensation, imputed financing costs, a capitalized lease, amortization of 
computer software, and depreciation. 

Workers' Compensation 

Liabilities for future workers' compensation claims were not recorded. A 
liability for Federal accounting purposes, as defined by SFFAS No. 5, is a 
probable future outflow or other sacrifice of resources as a result of past 
transactions or events. SFFAS No. 5 further states that general purpose 
Federal financial reports should recognize probable and measurable future 
outflows arising from past exchange transactions, government-related events, 
government-acknowledged events, or non-exchange transactions that, 
according to current law and applicable policy, are unpaid amounts due as of 
the reporting date. 

The Finance Branch would need to calculate the amount of liability for workers' 
compensation. For comparison, the Federal Trade Commission, an agency with 
under 1,000 employees, recorded approximately $2 million in future workers' 
compensation in FY 1999 and FY 1998. 

Imputed Financing Costs 

The Agency did not record imputed financing costs related to retirement and 
post- employment benefits of more than $11 million. 

SSFAS No. 5 states that the actuarial determined liability and expense of the 
plan, including all its provisions, is part of the pension plan's liability and 
expense estimate. SSFAS No. 5 further states that the Federal employer entity 
should recognize a pension expense in its financial report that equals the 
service cost for its employees for the accounting period, less the amount 
contributed by the employees, if any. 

The Finance Branch calculated the imputed financing costs and provided the 
amount to the Office of Personnel Management (OPM). The Finance Branch 
would need to establish the appropriate accounts in order to record the costs in 
the Agency's financial management system. The Agency calculated the 
"imputed" cost as $1 1 million, which is the difference between the true cost of 
providing future benefits to employees and the employer and employee 
contributions remitted to OPM. 
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Capitalized Lease 

The Agency did not identify and record as a capital lease a photocopy machine 
that met applicable criteria, A portion of the lease amount (approximately 
$24,000 of the $36,600 total cost) should have been recorded as capitalized 
equipment as well as the related liability and depreciation. 

The Agency policy is to capitalize equipment costing more than $10,000 and 
depreciate photocopy equipment over a period of five years. Capital leases, as 
defined by SFFAS No. 6, transfer substantially all the benefits and risks of 
ownership to the lessee. Leases are capitalized, if at inception, the lease: 

• Transfers ownership of the property to the lessee by the end of the lease 
term; 

• Contains an option to purchase the leased property at a bargain price; 

• The term is equal to or greater than 75 percent of the estimated economic 
life of the leased property; or 

• The present value of rental and other minimum lease payments, excluding 
that portion of the payments representing executory cost, equals 90 percent 
of the fair value of the leased property. 

In June 1999 the Agency entered into a lease agreement for a photocopy 
machine. The lease plan was for 60 months at $610 per month, for a total of 
$36,600, of which $27,600 related to leasing costs and $9,000 related to 
maintenance. Since the lease term equals the depreciation period used by the 
Agency for photocopy equipment, we concluded that the term of the lease is 
greater than 75 percent of the estimated economic life of the leased property 
and the machine should be capitalized. 

Amortization of Computer Software 

The Agency did not record nearly $78,000 in amortization of capitalized 
automated data processing software. Approximately $4,500 was applicable to 
FY 1999 and $73,500 was for prior years. 

SFFAS No. 6 refers to the SGL for identification of capitalized software. The 
SGL definition of Information Technology Software includes the capitalized cost 
of purchased off-the-shelf software and provides for related amortization. 

The Agency depreciates computer equipment over a period of 3 years. We 
applied the same basis for software. The Agency capitalized nearly $78,000 of 
computer software purchased in FY 1997 or before. This software should have 
been mostly amortized in prior fiscal years, and was fully amortized as of 
September 30, 1999. The portion applicable to FY 1999 of $4,529.63 was the 
final amortization expense for $13,588.88 of software purchased in FY 1997. 
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Depreciation 

The Agency incorrectly recorded depreciation expense in FY 1998, which 
resulted in a $6,343 overstatement of accumulated depreciation in FY 1999. 

SFFAS No. 6 states that depreciation expense shall be recognized. Depreciation 
is the systematic allocation of the cost of property over its useful life. Property 
is recognized when title passes or it is delivered to the entity. 

The NLRB depreciates computer equipment over a period of 3 years. Computer 
equipment costing $19,030 was received in October 1998 and paid for in 
November 1998. Depreciation expense of $6,343 was incorrectly recorded in FY 
1998, which then resulted in an overstatement of the accumulated 
depreciation in FY 1999. The accumulated depreciation on this equipment was 
recorded as $12,687 as of September 30, 1999, but should have been $6,343. 

Recommendations 

We recommend that the Finance Branch Chief: 

2. Establish accounts to record workers' compensation and imputed financing 
costs in future years; 

3. Record a capitalized lease and related liability and depreciation for the 
photocopy machine; 

4. Record accumulated amortization on the computer software purchased in 
FYs 1995, 1996, and 1997; and 

5. Adjust accumulated depreciation on computer equipment acquired in FY 
1999 rather than FY 1998. 

Management's Comments 

Management agreed with the findings and took action to implement most 
recommendations. The accounts were established to record workers' 
compensation and imputed financing costs and the Finance Branch Chief is 
determining the amounts to be recorded. The capitalized lease and 
corresponding liability have been posted; the depreciation will be recorded by 
December 31, 2000. The appropriate entries were made to record the 
accumulated amortization on computer software and accumulated depreciation 
on computer equipment. 
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COMPLIANCE WITH LAWS AND REGULATIONS 

Management of the NLRB is responsible for complying with laws and 
regulations applicable to the Agency. Exclusive of FFMIA, we found no 
instances of noncompliance with laws and regulations that would have to be 
reported in an audit of the financial statements. We found the Agency's 
financial management systems substantially complied with the SGL at the 
transaction level. The financial management systems did not substantially 
comply with the Federal financial management systems requirements or 
Federal accounting standards. 

In an audit of the Agency's financial statements, a report on compliance with 
laws and regulations would be prepared to conclude whether or not the Agency 
was in compliance with laws and regulations that would materially impact the 
financial statements. For FFMIA, the auditor must report on whether the 
Agency's financial management systems substantially comply with the Federal 
financial management systems requirements. Federal accounting standards, 
and the SGL at the transaction level. 

The financial management systems did not substantially comply with the 
Federal financial management systems requirements. The OIG Review of 
Information Systems Security reported the Agency was not in full compliance 
with government-wide policy requirements. 

The financial management systems did not substantially comply with Federal 
accounting standards. As discussed previously in this report, the Agency did 
not record workers' compensation and imputed financing costs. Federal 
accounting standards require that these items be recorded in the SGL 
regardless of whether financial statements are prepared. 

INTERNAL CONTROL 

We considered one matter, information security, involving the internal control 
and its operation to be a material weakness. With respect to internal controls 
related to performance measures, we obtained an understanding of the design 
of significant internal controls but do not provide an opinion on such controls, 

A report on internal control identifies reportable conditions and material 
weaknesses. Reportable conditions are matters relating to sufficient 
deficiencies in the design or operation of the internal controls that could 
adversely affect the Agency's ability to record, process, summarize, and report 
financial data consistent with the assertions by management in the financial 
statements. Material weaknesses are reportable conditions in which the design 
or operation of one or more of the internal control components does not reduce 
to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and 
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not be detected within a timely period by employees in the normal course of 
performing their assigned functions. 

We identified material weaknesses in the Agency's financial management 
systems. The OIG Review of Information Systems Security reported access 
controls over financial systems need improvement and raised significant 
concerns about the reliability, accuracy, integrity, and completeness of the 
information maintained in the financial systems. The report further stated the 
Finance Branch had not developed adequate segregation of duty controls to 
prevent one person from performing incompatible functions, and service 
continuity controls did not provide sufficient protection against the impact of a 
local or national disaster or significant business disruptions. 

MANAGEMENT LETTER 

We identified several conditions that would be reported to management in a 
letter rather than in the report on internal control. These involved T8sA and 
capitalized and sensitive property. 

Time and Attendance 

The Agency did not maintain adequate control over T&A in accordance with 
GAO Office Policy and Procedures Manual for Guidance of Federal Agencies, 
Title 6 - Pay, Leave, and Allowances, dated March 22, 1996, and Agency policy. 

We found the following results in our inspections of four Regional Offices. 

• Sick leave in all four offices was not advanced in accordance with Agency 
policy. 

• Bi-weekly T8 gA reports were either not regularly approved or a significant 
number were not approved in three offices. 

• Accurate work schedules evidencing supervisory approval did not exist in 
three offices. 

• Credit hours earned by employees were not recorded into the Agency's 
official records in two offices. 

• A significant number of leave slips were not maintained in two offices. 

• One office had an inappropriate person performing T&iA activities. 

We performed comparable procedures at the Division of Judges in Washington. 
Of the 50 sick leave transactions reviewed we found: 10 were not supported by 
a leave slip; 14 leave slips were not approved by the supervisor; and 1 was not 
signed by the employee. Of the 50 annual leave transactions reviewed we 
found: 3 were not supported by a leave slip; 23 were not approved by a 
supervisor; and 1 was not signed by the employee. We reviewed the bi-weekly 
TSsA reports related to the sick leave and annual leave transactions tested, 100 
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transactions in total. We found that; 93 were not initialed by the timekeeper; 2 
were not initialed by the employee; and 42 were not signed by the supervisor. 

These results were comparable to the findings reported in the OIG Evaluation of 
Time and Attendance Practices. We made multiple recommendations in that 
audit report for Agency-wide improvements. Management agreed to implement 
all but one of the recommendations. On June 19, 2000, the Director of 
Personnel issued a memorandum to all Agency employees that addressed many 
of the recommendations. When the remaining recommendations are 
implemented, T8sA deficiencies in the Regions and the Division of Judges 
should be addressed. 

Capitalized and Sensitive Property 

Results obtained in three of the four Regional Offices we inspected showed 
that: official property records did not accurately reflect computer equipment at 
Regional Offices or the locations within the offices; records maintained by 
Regional Office staff did not accurately identify computer equipment in their 
office; and that computer property records maintained by Regional Offices were 
not in agreement with the official property records maintained at Headquarters 
by the Information Technology Branch. We also found that controls over 
computer equipment sent from Regional Offices to Headquarters for repair were 
not sufficient. 

We selected a judgmental sample of 15 pieces of capitalized property from 
Agency records to verify the equipment's existence and the accuracy of the 
records. We found problems with six items, 40 per cent of the items reviewed. 
Serial numbers provided by Regional Offices did not match property records for 
three items. Two of these three did not have a bar code number. We also had 
one occurrence of three other errors: the property description in official Agency 
records was inconsistent with information provided by the Regional Office, 
property that was excessed was not annotated as such on Agency property 
records, and the bar code number provided by the Regional Office did not 
match official Agency property records. 

OIG plans to schedule an audit of controls over automated data processing 
equipment in FY 2001. 
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EXHIBIT 


Reports Relied Upon in the Audit of NLRB's 
FY 1999 Accounting and Reporting Systems 


Title 

Report Number 

Date Issued 

Accounting and Reporting Systems 
in the Brooklyn Regional Office 

OIG-INS-06-00-03 

July 6 , 2000 

Accounting and Reporting Systems 
in the Cleveland Regional Office 

OIG-INS-07-00-04 

July 6, 2000 

Accounting and Reporting Systems 
in the Seattle Regional Office 

OIG-INS-08-00-05 

July 6, 2000 

Accounting and Reporting Systems 
in the Chicago Regional Office 

OIG-lNS-09-00-06 

July 6, 2000 

Evaluation of Time and Attendance 
Practices 

OIG-AMR-29-00-01 

February 23, 2000 

Review of Information Systems 
Security 

OIG-AMR-30-00-03 

September 29, 2000 
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UNITED STATES GOVERNMENT 
National Labor Relations Board 

Memorandum 



November 30, 2000 

TO: Jane Altenhofen 

Inspector General 

FROM; Gloria Joseph 

Director of Administration 

SUBJECT: Draft Report (OiG-F-8-OO-xx) 


This is in response to your memorandum, dated October 24, 2000, regarding the Draft Report “Audit of 
NLRB’s Fiscal Year 1999 Accounting and Reporting Systems". 

Attached are five action plans that outline the specific actions, which have been taken with regard to each 
of the five recommendations. Actions in response to four of the five recommendations have been 
completed. Recommendation 3 of 5 has a target completion date of December 31 , 2000. 

We have no comment on any other aspect of the report. Please contact me on 273-3890 if you have any 
questions. 

Attachment 


Cc: Chairman 

General Counsel 
Finance Branch Chief 
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I FAX 


Afy. Rosa Harris 
Subcommittee on Government 
Efficiency 
Washington, DC 


Phone 22S-5U7 

FAX: 225-2373 


I Date S/lS/02 


Humber of pages 

including cover sheet S 

FROM: 

Tina VanBrakle 

Federal Election Commission 

999 E St. NW. Suite 933 

Washington. DC 20463 

Phone 

202-694-1006 

Fax Phone 

202-219-2358 


I CC; 

^SMMARKS: dl Urgent ^ For yow review Q Reply ASAP O Please Comment 


Rosa, thank you for the opportunity to present testimony at yesterday’s hearing on the “Accountability of 
Tax Dollars Act of 2002.” 


As I mentioned to you, the statement Chairman Horn made referencing the FEC not following 
appropriations direction was based on inaccurate information. I am attaching a letter our former Chairman 
sent to Chairman Horn back in March of 1998 clarifying the record on this very issue. Chairman Horn 
made a similar reference at a March 5, 1998 oversight hearing on the FEC. Unfortunately, the record was 
not corrected. This letter provides a detailed chronology of events with respect to the Commission’s FY 
1995 appropriations and its computerization budget. 

Please know that the FEC, without question, has never violated appropriations law or ignored 
Congressional intent. In fact, the Clerk of the Treasury Subcommittee, who was the clerk in 1995, could 
verify this information should Chairman Horn wish. As Alison said yesterday, the FEC continues to work 
closely with our appropriations and oversight staff. 

Additionally, in January 1 999, PriceWaterhouseCoopexs issued a management review and audit rcpoit of 
the FEC and found that the FEC has adhered to Congressional instructions for earmarking appropriations 
for computerization modernization and electronic filing (section 3.3. 8.2, pp, 3-27 and 3-28). I have 
attached those pages from the PwC report for your reference. 


I would appreciate it if you would include the March 1998 letter as part of the official hearing record. 
Please let me know if you have any questions. Thanks for your help. 


Attachment 
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federal election commission 

WflSHI^•C.TC)^. P.C. 


March 13, 1998 


The Honorable Stephen Horn 
Chainnaii 

Subcommittee on C^vemment Management, 

Infonnation and Technology 

House Committee on Government Refonn and Oversl^t 
B-373 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chainnan: 

At the March 5, 1 998. oversight hearing on the Federal Election Commission 
(FEC)j you asked the Commission to supply the committee with certain information 
regarding our Fiscal Year 1995 appropriation. That information follows. 

During the hearing, you relayed an assertion that the FEC had violated 
appropriations taw. Without question, the FEC never has violated appropriations law, 
particularly with regard to any fences or earmarks, or, for that matter, category B 
apportionments imposed by the Office of Management and Budget (OMB). In addition, 
the Commission never has ignored formal Congressional intent as expressed in 
committee report language. 

The specific question raised was whether the FEC had violated provisions of The 
Fiscal Year 1995 Treasun'. Postal Service, and General Government Appropriations Act, 
Public Law ] 03-329. For your information, the following chronology of events, leading 
up to and immediately following enactment of the Fiscal Year 1995 appropriations bill, is 
instructive. 

The FEC is a concurrent submission agency. As mandated by the FECA we 
submit simultaneous budget requests to the President and Congress. We make every 
effort to agree with the Administration’s proposed budget whenever we believe we can 
meet our responsibilities within the requested coiwtraints. At the same time, however, the 
^ency reserves the right tc present its own request to Congress. The FEC was compelled 
to submit its own request for Fiscal Year 1995. 
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The Commission requested $31»793,000. This amount was $8,229,000 more than 
it had been appropriated in Fiscal Year 1994. This increase included $4,000,000 for 
computerization upgrades, including eiectrotiic filing. The Office of Management and 
Budget presented die Conuni^ios with a passb^k figure of $27,216,000, which included 
a proposed earmark of $4,CK)Q,000 for the computer upgrade. The Commission appealed 
the OMB passback, arguing that $27,2 16,000, with four million fenced, would not even 
me^ basic agency needs. In fact, OMB’s passback was less than the amount required lo 
luantain cunent FEC operations at that time. 

After numerous conversations with OMB, the Adtninislration verbally agreed to 
remove the eannarkii^ langttege because It could not give us the requested funding le'^l 
The Administration’s final Fiscal Year 1 995 budget for the FEC ultimately presented to 
Congress was for $27,216,000, and did not include “fencing” or earniarking language of 
any kmd. 

OnMay 18, 1994, during the Fiscal Year 1995 appropriations ja'ocess, the House 
SMbcoTQitdttee on Treasury, Postal Service and General Government marked up the FEC 
at $27,106,000. To help set the record straight, with respect to elecoromc filing, the 
Committee report stated: 

The Committee directs that any administratively imposed 
“fence” between personnel and equipment requirements be 
eliminated in FY 199S. The Committee’s intent is that FEC 
meet its fill! complement of staffing as Congress intended in 
the passage of the FY 94 appropriations. 

On June 1 5, 1 994, during House floor debate on the Treasuiy bill, an ameruimeRt 
was offered and passed to reduce the FEC’s funding by S3.5 million, which took EEC’s 
ftmding level down to $23,564,000, the Fiscal Year 1994 level. 

On June 22, 1994. the Senate passed the Treasury bill with the Commission 
funded at 527,106.000 and no funds fenced or earmarked. 

On July 8, 1 994, OMB sent a letter to then-Chairman Obey, House 
Appiopriarions Committee, staling: “The Administration urges the conferees to adopt the 
Senate position on funding for the Federal Election Commission (FEC) which is 
consistent with the Administration’s requested level of funding.” Again, please note tlte 
Senate did not include fencing language, nor did the Administration mention a fence in its 
July 8, 1 994, Statement of Administration Policy to Congress, 
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On Sepiember 20, 1994, during the conference on the Treasury biil, the House 
receded to tiie Senate figure of $27,106,000, Langi^age in the conference report stated: 

The ceoferees support the FEC’s cgbits to modernize its 
operations through computeriz^on but are unable to earmark 
fiinds for the purpose at this time Cgittphasis added). The 
conferees have taken this step without prejudice and on the 
basis that any such earmark might undermine FEC’s ability to 
cany out its stotuiojy responsibilities in the upcoming fiscal 
year, 

Within available fiinds, the conferees urge die FEC to move as 
expeditiously as possible with fiieir plans to modernize 
operations through computerization. The conferees encourage 
the FEC to develop options that will provide for the elcctmnic 
filing of reports. 

On February 23, 1995, the House Appropriations Subcommittee voted to rescind 
S2.8 million of the FEC’s current (Fiscal Year 1 995) funding. Tlie amount of the 
rescission was split with the Senate during conference and the FEC ultimately had to 
rescind S 1 .4 million. The conferees noted that they expected the FEC to fulfill its 
commitment to spend not less than $972,000 on computerization. The conferees also 
directed the Commission to complete strategic plans, including both a requirements and 
cost'benefil analysis, on: ( I ) internal ADP modernization efforts; and (2) electronic 
filing. The FEC complied with that direction. Despite the severe impact of the rescission 
on Commission operations, the FEC did expend over $1,000,000 on computerization and 
electronic filing development in FY 1995. 

For your information, every FEC appropriations bill and/or conference report 
beginning with Fiscal Year 1 996 has included some type of eannarking language 
regarding computerization. The FEC has abided by all such language. In fact, the agency 
has made a good faith effort to comply with all committee direction and guidance 
regarding computerization and electronic filing. We have worked closely with 
Subcommittee staff to ensure the computerization process has proceeded both smoothly 
and incompliance with Appropriations Committee intent. 

As requested, I also have enclosed six copies of ‘'Campaign Finance Law 96,” 
copies of our current Legislative Recommendations to Congress, excerpts from the 
testimony pertaining to reporting of PAC contributions from the Commission's 
February 11, 1998, hearing on Recordkeeping and Reporting, the General CounseTs 
report regarding Howard GJicken, and a listing of our outside contracts. The Inspector 
General will send infotmaiion requested of her under separate cover. 
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1 trust this informaiion is icsponaw to your concerns. Please be assured the FEC 
takes dte appropriations j^ocess v«y seriously. We will continue to make every eSbn to 
comply with appropriations law and committee intent. If you have any questions, do not 
h^itate to call ms. My office number is 694-1045. 

Sincerely, 


.... 


'7oan D. Aikeas 
Chairman 


Enclosure 
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Technology and Performance Audit 
and Management Review of the 
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Volume I - Final Report 
January 29, 1999 

Prepared by PricewaterhouseCoopers LLP 
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Arlington, Virginia 22209 


This report in its entirety is posted on the Internet at 
www.gao.gov/SDecial.pubs/Dublist.htm 
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ManagemeniKevjgw w uic rgvicia. 


The MiS system is automated and integrated fer organizational units under 
the Office of Staff Director. Performance and financial infonmation from the 
OCC is manually entered into the automated systOTi, but this process will 
change when the case management system, now under development, 
comes on- line. How data are assembled and processed is left up to each 
office and division. This has led in swne instances to inconsistent reporting 
metrics throughout the ot^nization that makes reconciliation between MIS 
information and divisional tracking systems difficult. 

The MIS proWdes comprehensive p^fbrmance data, but it does not appear 
to be widely used by program mangers, interviews suggest ^at some 
managers did not find the information reported from the MIS useful for their 
purposes. As a result, several unite have designed their own internal 
tracking systems tailored to specific process flows. 

3.3.8.2 Financial and Cost Management 

Hie FIC is a concurrent submission agency. As mandated by the FECA, the 
Commission submits simultaneous budget requests to the President and to 
the Qsngress. OMB reviews the FEC submission for adh^ence to the 
Admlriistrationte overall proposed budget. Although the FEC budget is 
initially subjea to OMB modification, the Commission has the right to 
disagree with the OMB review and present its own request to the Congress. 

After FEC appropriations have been enacted, OPM prepares an annual 
management plan to guide the execution of the budget. The FEC rdiably 
monitors its budget and the allocation of FTE and nonpersonne! resource 
to each operating unit. OPM tracks the number of the staff in each month 
to ensure adherence to statutory FTE ceilings. On a monthly basis, OPM 
generates and distributes a report with all obligations and expenditures to 
date. Based on input from managers, OPM periodically proposes changes 
to the management plan to reallocate fur^ds amorig programs as reeded, 
consistent with statutory requirements. The Finance Committee approves ail 
pre^osed reallocations. 



The FEC maintains an integrated financial s>^lem that spears to adhere to 
Standard General Ledger reporting requirements and conform lo rhe 
provisions of the Federal Managers' Financial Management and Integrity 
Act and OMB Circulars A-123 and A-127. 

The FEC appears to have adhered fo Congressional appropriations report 
language instructions and category B ^earmarks." Ouringtfte March 5, 

1 998, Subcommittee on Government Management7lntotnation, an d 
Technology hearing on the oversight of the FEC, a conewn was raised by 
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Management Review of the Federal fcie cfton 

the Subconmittee that riie FK had ignored an FY 1 995 Apj^priaiions 
earmark regarding computer modernization. Language in the FY 1995 
Appropriations Conference Re|»rt stated: 

The conferees suji^on: the FEC's effoits to modernize its 
operations through cormst^izatio n but are unable to 
earmark f u ntfe for the purpose at this time . The conferees 
have taken this st^ without prejudice and on tte basis any 
such earmark might undermine the FEC^s ability to carry ou t 
its statutory resporaibiIiti» in the upccwning fiscal year, 

Within available funds, the conferees ur^e the FEC ^ move 
as expeditiously as possible w ith their plans to modernize 
operatiorjs through computerization. The conferees 
encourage the FEC to develop options that will provide for 
the electronic filing of reports. 

Four months after the beginning of Fy 1 995, the Congress agreed to resclrtd 
$1 -4 million from the then current FEC FY 1 995 budget. The conferees 
noted that they expected the FEC to fulfill its commitment to spend nest tes 
than 5972,000 on computerization. The conferees also direaed the FEC to 
cc»nplete information system strategic plans, including both requirements 
and cost-benefit analyses on interna! ADP modernization efforts and 
electronic filing. During FY 1995, FEC budget execution reports indicate 
that it obligated and expended more than $1 million towards ADP 
modernization and electronic filing. 

During the subsequent three fiscal yeare, the Congress has enacted 
appropriations earmarks directed toward computwlzation modernization 
and electronic filing. Exhibit 3--10 compares the appropriations earmark 
with FEC Data System Division budgeted and actual expenditures related to 
electronic filing. ADP modernization, point-of-entry and case management 

projects for the Fiscal 
Years 199&~199B. 

An additional $1.3 
miiiion earmark was 
included in FY 199fi for 
enforcement and 
litigation document 
management and 
control operations in 
the Office of the 
General Counsel. As of 


Exhibit 3-10 

Earmarks for ADP Modernization 


Category 

FY IMS 

FY1997 

FY 199B 

Appropriations Earmark 

Sl.SOO* 

S2.SC0* 

$2,500* 

OSD Bucked Obligations 

51.903 

S2,666 

S2.932 

DSD Actual Expenditures 

St,913 

S2.603 

$2,684 

Oti^emnce EamMtic it Actual 

S«13 

$303 

$184 


Source: FEC FY 1996-1990 M^ndgemem Plam, Data Sysiem> Division 
respoft^ lo P>»C«teta requ^. 

•Amoiwia are shown in S0(X>s. 
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United States Government 

NATIONAL LABOR RELATIONS BOARD 

OFFICE OF INSPECTOR GENERAL 

Washington, DC 20570-0001 


May 16, 2002 


The Honorable Steve Horn 

Chairman, Subcommittee on Government Efficiency, 

Financial Management, and Intergovernmental Relations 
Committee on Government Reform 
United States House of Representatives 
Washington, D.C. 20515-6065 

Attn: Ms. Rosa Harris 

Dear Mr. Chairman: 

The Subcommittee on Government Efficiency, Financial Management, and 
Intergovernmental Relations recently held a hearing on HR 4685, the Accountability of Tax 
Dollars Act of 2002. This legislation extends the financial statement audit requirements to 
agencies that are not currently subject to statutory financial statement audit requirements. We 
thought that our efforts in this area at the National Labor Relations Board (NLRB or Agency) 
would of interest to your subcommittee. 

In December 2000, my office completed an audit of the NLRB's fiscal year 1 999 
accounting and reporting systems. In the audit report, we concluded that, although the NLRB is 
not required by law to prepare audited financial statements, choosing to prepare audited financial 
statements is a good business practice voluntarily adopted by several similarly sized agencies. 

By choosing to do so, the NLRB's credibility would be enhanced because it could demonstrate, 
through audited financial statements, that the Agency's financial management is sound and in 
conformance with applicable Government standards. We recommended that management 
coordinate with the General Counsel and Board to obtain a decision on whether the Agency will 
prepare annual financial statements and have periodic audits. Management agreed with the 
finding and took action to implement the recommendation. After due consideration, the 
Chairman and General Counsel decided that audited financial statements were not needed at that 
time. A copy of the audit report is provided as an enclosure. 

In August 2001, the General Accounting Office initiated a review of selected agencies, 
including the NLRB, to determine whether financial statement audit requirements should be 
expanded to certain agencies that are not required by statute to have annual financial statement 
audits. Overall, the 26 surveyed agencies reported that they either achieved significant benefits 
or would anticipate achieving such benefits from having audited financial statements. Twenty- 
one of those agencies reported that, in general. Federal agencies should have their financial 
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statements audited. The NLRB was one of only five agencies that stated that its financial 
statements should not be audited. 

I hope you find this information useful. If you have any questions or require additional 
information, please contact my Counsel, Dave Berry, or me at 202 273-1960. 


Sincerely, 



Jane E. Altenhofen 
Inspector General 


Enclosure 

cc: Board 

General Counsel 
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UNITED STATES GOVERNMENT 


National Labor Relations Board 


Office of Inspector General 



Audit of NLRB’s Fiscal Year 1999 
Accounting and Reporting Systems 

Report No. OIG-F-8-01-01 


December 2000 
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INSPECTOR GENERAL 



NATIONAL LABOR RELATIONS BOARD 

WASHINGTON, DC 20570 


December 12, 2000 


I hereby submit an Audit of NLRB's Fiscal Year 1 999 Accounting and Reporting 
Systems, Report No. OIG-F-8-01-01. This review was conducted to evaluate the 
Agency's capability to prepare audited financial statements. 


The National Labor Relations Board (NLRB or Agency) is not required by law to 
prepare audited financial statements. However, choosing to prepare audited 
financial statements is a good business practice voluntarily adopted by several 
similarly sized agencies. NLRB's credibility would be enhanced if it could 
demonstrate, through audited financial statements, that the Agency's financial 
management is sound and in conformance with applicable government 
standards. 

The Agency currently records most financial transactions that are needed to 
prepare the principal statements, and the data recorded is reasonably 
accurate. We identified five areas where transactions would have to be recorded 
or corrected. These were workers' compensation, imputed financing costs, a 
capitalized lease, amortization of computer software, and depreciation. 

NLRB management is responsible for complying with laws and regulations 
applicable to the Agency. We found no instances of noncompliance with laws 
and regulations that would have to be reported in an audit of the financial 
statements. We found that the Agency's financial management systems 
substantially complied with the U.S. Government Standard General Ledger at 
the transaction level. The financial management systems did not substantially 
comply with the Federal financial management systems requirements or 
Federal accounting standards. 

We considered one matter, information security, involving the internal control 
and its operation to be a material weakness. With respect to internal controls 
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related to performance measures, we obtained an understanding of the design 
of significant internal controls but do not provide an opinion on such controls. 

We identified two conditions that would be reported to management in a letter 
rather than in the report on internal control. One was on time and attendance 
issues, the other involved capitalized and sensitive property. 

Recommendations addressing these findings are numbered consecutively 
throughout the report and can be found on pages 5 and 8 of this report. 
Management agreed wdth the findings and completed actions on all 
recommended actions but one, and that will be done by the end of the year. 

We recommended that the Finance Branch Chief coordinate with the General 
Counsel and Board to obtain a decision on whether the Agency will prepare 
annual financial statements and have periodic audits. After due consideration, 
the Chairman and General Counsel decided that audited financial statements 
need not be prepared at this time, but that the matter would be revisited at a 
later date at the Inspector General's request or if circumstances change. 

Although we continue to believe auditing the financial statements is a sound 
business policy, we understand this decision in light of the fact that the Agency 
may have a new Chairman and General Counsel within a year. We will reassess 
our recommendation when we evaluate the potential impact of the Reports 
Consolidation Act, enacted on November 22, 2000, on Agency operations. This 
Act allows agencies to consolidate and adjust the frequency and timing of 
financial and performance management reports. 

An exit conference was held on October 23, 2000, with the Deputy Director of 
Administration, Finance Branch Chief, and other officials from the Division of 
Administration. The Director of Administration submitted written comments 
on the draft report. She agreed with the findings and recommendations made 
in the report. The Director of Administration's comments are presented in their 
entirety as an appendix to this report. 



Jane E. Altenhofen 
Inspector General 
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BACKGROUND 

Increasing demands for Government accountability led to passage of the Chief 
Financial Officers (CFO) Act of 1990. The CFO Act established a position in 
designated agencies for an official who reports directly to the head of the 
agency to oversee all financial management activities. To help improve the 
integrity of financial information, in 1990, the Office of Management and 
Budget (OMB), the Department of Treasury, and the General Accounting Office 
(GAO) established the Federal Accounting Standards Advisory Board (FASAB) 
to develop accounting standards for the U.S. Government. 

Several laws enacted in 1996 further strengthened accountability. The 
Government Management and Reform Act (GMRA) of 1996 amended the CFO 
Act to require, among other things, the annual preparation and audit of 
organization-wide financial statements of 24 executive departments and 
agencies. The Federal Financial Management Improvement Act (FFMIA) of 1996 
requires that the report on these audits state whether agency financial 
management systems comply substantially with Federal financial management 
systems requirements, applicable Federal accounting standards, and the U.S. 
Government Standard General Ledger (SGL) at the transaction level. 

OMB Bulletin 97-01, Form and Content of Agency Financial Statements, defines 
the form and content of financial statements of executive departments and 
agencies that are required to prepare audited financial statements by 31 U.S.C, 
3515(d). OMB Bulletin 97-01 incorporates the FASAB concepts and standards 
that are the basis for generally accepted accounting principles (GAAP) for the 
Federal Government. GAAP includes the Statements of Federal Financial 
Accounting Concepts and Statements of Federal Financial Accounting 
Standards (SFFASs) recommended by the FASAB and approved by the 
Secretary of the Treasury, Director of OMB, and the Comptroller General. 

The National Labor Relations Board (NLRB or Agency) administers the principal 
labor-relations law of the United States, the National Labor Relations Act of 
1935, as amended. Approximately 30,000 charges of unfair labor practices and 
6,000 representation petitions are filed with the NLRB each year. For Fiscal 
Year (FY) 2000, the Agency was provided an appropriation of close to $206 
million and authorized 1,947 full time equivalents to staff operations at 
Headquarters and 51 Regional, Subregional, and Resident Offices and 3 
Division of Judges satellite offices. 

Executive agencies, including the NLRB, are mandated by law to follow the 
accounting principles, standards, and requirements prescribed by the 
Comptroller General, and currently issued by FASAB. NLRB is not subject to 
the CFO Act; however, the Director of Administration serves as the Chief 
Financial Officer. 


I 
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OBJECTIVES, SCOPE, AND METHODOLOGY 

This review was conducted to evaluate the Agency’s capability to prepare 
audited financial statements. To accomplish this we determined whether: 
current systems were capable of collecting and compiling information 
necessary to produce reliable financial reports; transactions were in 
compliance with applicable laws, regulations, and accounting principles; there 
was accountability over property; and internal controls were effective. 

We interviewed Agency officials responsible for financial management, 
including program managers and Regional Office staff On a test basis, we 
examined evidence supporting the amounts recorded in the financial reports 
during FY 1999. We tested internal controls and compliance with laws and 
regulations including: Anti-deficiency Act; Budget and Accounting Procedures 
Act; Federal Managers’ Financial Integrity Act of 1982; Fair Labor Standards 
Act of 1938; Civil Service Retirement Act of 1930; Civil Service Reform Act of 
1978; Federal Employees’ Compensation Act; Federal Employees’ Health 
Benefits Act of 1959; Prompt Payment Act; and Federal Travel Regulations. 

We relied on several audit and inspection reports issued by the Office of 
Inspector General (OIG) as identified in the exhibit. We used these reports to 
form conclusions related to safeguarding of capitalized and sensitive property, 
predominately computers and related equipment, and internal controls and 
compliance with laws and regulations. During this audit we tested time and 
attendance (T&A) at the Division of Judges in Washington. 

We tested items from the Payroll/ Personnel System to determine whether 
employees were getting paid at the appropriate rate, that amounts charged for 
retirement, health insurance, and life insurance were correct, and entries into 
the system were authorized and appropriately documented. We reviewed official 
personnel files to determine whether they included forms; SF-61, Oath of 
Office; 1-9, Employment Eligibility Verification; and SF-61B, Declaration of 
Appointee. We also reviewed administrative processing of the Federal Employee 
Compensation Act program. 

We selected a sample of 15 pieces of capitalized property from the Agency's 
official property records and telephoned Regional Offices to confirm the 
property's existence, description, serial number, and bar code number. 

We selected two statistical samples to test disbursement transactions: one for 
travel expenses and another that included transactions other than rent, travel, 
and compensation and benefits. Our testing determined whether 
disbursements were made in accordance with applicable laws and regulations, 
processed in accordance with Agency processes and procedures, supported by 
adequate documentation, and correctly classified. We analyzed space rental 


2 



156 


charges to identify unusual activity and determined if amounts were accurately 
recorded in the Agency's financial records. 

We reviewed account balances as of September 30, 1999. Cash balances on the 
SQL were traced to Department of Treasury reports. We reviewed accounts 
receivable and liability accounts for reasonableness, tested items by tracing 
them to supporting documentation, reviewed the process for recording 
accounts receivable, and searched for unrecorded liabilities at year end. We 
reviewed unliquidated obligations to determine if they were valid obligations 
and recorded in the correct period. We reviewed the compensation and benefits 
accrual and unfunded annual leave balance for reasonableness. We reviewed 
the accuracy of capitalized property records and verified depreciation 
calculations. 

The effectiveness of internal controls and information security over financial 
management systems was determined through a review performed by an 
independent certified public account firm under contract with the OIG. 

This audit was performed in accordance with generally accepted government 
auditing standards during the period January through October 2000. 


3 



157 


FINDINGS 

AUDITED FINANCIAL STATEMENTS 

The NLRB is not required to prepare audited financial statements under either 
GMRA or the CFO Act. However, choosing to prepare audited financial 
statements is a sound business practice voluntarily adopted by several 
similarly sized agencies. NLRB's credibility would be enhanced if it could 
demonstrate, through audited financial statements, that the Agency's financial 
management is sound and in conformance with applicable government 
standards. 

An audit of financial operations results in an opinion on the financial 
statements, a report on compliance with laws and regulations, and a report on 
internal control. A management letter may also be prepared which discusses 
findings and recommendations for improvements in internal controls that were 
identified during the audit, but were not material enough to be in the report on 
internal control. Generally, preparing audited financial statements leads to the 
development of better financial information which, when provided to 
management and decision makers, will provide the basis for producing better 
decisions. Reliable financial information is essential for analyzing the 
Government's financial condition and providing additional information beyond 
that provided in the budget. 

With a reasonable amount of effort, the Agency could prepare the required 
financial statements for an audit. The necessary data is mostly available in 
existing documents and financial systems. The Finance Branch staff would 
need training to prepare the financial statements, but this training could easily 
be provided in conjunction with the training needed for the staff to maintain 
current knowledge of FASAB standards. A cost would be incurred for the audits 
that could be done on an annual or bi-annual basis. 

As set forth in 0MB Bulletin 97-01, a financial statement includes: 

(1) Overview of the Reporting Entity (also called Management's Discussion 
and Analysis); and 

(2) Principal Statements and Related Notes, including the; 

(a) Balance Sheet; 

(b) Statement of Net Cost; 

(c) Statement of Changes in Net Position; 

(d) Statement of Budgetary Resources; 

(e) Statement of Financing; 

(f) Statement of Custodial Activity, if applicable; and 

(g) Notes to Principal Statements. 
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The overview of the reporting entity addresses the mission and organization 
structure, performance goals and results, and limitations of the financial 
statements. This section would require some original writing, but much of the 
information is already available in the reports prepared to meet requirements of 
the Government Performance and Results Act. 

NLRB is required to record transactions in accordance with the FASAB. This 
data would be the basis for preparing the first five principal statements and 
related notes. As discussed in the next section, additional data would need to 
be recorded in order to be in full compliance with FASAB. NLRB would not 
need to prepare a statement of custodial activity which is required for entities 
that collect non-exchange revenue for the General Fund of the Treasury, a 
trust fund (such as Social Security), or other recipient entities. Custodial 
collections are usually items such as taxes or duties collected by the Internal 
Revenue Service or the U.S. Customs Service. 

We specifically reviewed how backpay funds would be treated in the financial 
statements. The preferred method for backpay is for the respondent to write a 
check to the discriminatee and provide it to the Regional Office to deliver to the 
discriminatee. These transactions would not need to be recorded into the 
general ledger or reported in the financial statements according to an official 
from the GAO who consulted with the FASAB. When the Agency is provided 
backpay funds from the respondent and is responsible for making 
disbursements though the Department of Treasury, the Agency currently 
records these amounts in the general ledger in a manner that would allow 
them to be appropriately identified in the financial statements. 

Other agencies that voluntarily prepare audited financial statements include 
the United States International Trade Commission, Federal Trade Commission, 
Federal Communications Commission, and Farm Credit Administration. Three 
of these agencies were able to report to Congress that auditors had issued 
unqualified opinions on the FY 1999 financial statements. 

Recommendation 

We recommend that the Finance Branch Chief: 

1. Coordinate with the General Counsel and Board to obtain a decision on 
whether the Agency will prepare annual financial statements and have 
periodic audits. 

Management's Comments 

Management agreed with the finding and took action to implement the 
recommendation. After due consideration, the Chairman and General Counsel 
decided that audited financial statements need not be prepared at this time. 
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PRINCIPAL STATEMENTS 

The Agency currently records most financial transactions that are needed to 
prepare the principal statements, and the data recorded is reasonably 
accurate. We identified five areas where transactions would have to be recorded 
or corrected in the SGL for the Agency records to be in accordance with OMB 
Bulletin 97-01 and GAAP. These involved liability for future workers' 
compensation, imputed financing costs, a capitalized lease, amortization of 
computer software, and depreciation. 

Workers' Compensation 

Liabilities for future workers' compensation claims were not recorded. A 
liability for Federal accounting purposes, as defined by SFFAS No. 5, is a 
probable future outflow or other sacrifice of resources as a result of past 
transactions or events. SFFAS No. 5 further states that general purpose 
Federal financial reports should recognize probable and measurable future 
outflows arising from past exchange transactions, government-related events, 
government-acknowledged events, or non-exchange transactions that, 
according to current law and applicable policy, are unpaid amounts due as of 
the reporting date. 

The Finance Branch would need to calculate the amount of liability for workers' 
compensation. For comparison, the Federal Trade Commission, an agency with 
under 1,000 employees, recorded approximately $2 million in future workers' 
compensation in FY 1999 and FY 1998. 

Imputed Financing Costs 

The Agency did not record imputed financing costs related to retirement and 
post-employment benefits of more than $11 million. 

SSFAS No. 5 states that the actuarial determined liability and expense of the 
plan, including all its provisions, is part of the pension plan's liability and 
expense estimate. SSFAS No. 5 further states that the Federal employer entity 
should recognize a pension expense in its financial report that equals the 
service cost for its employees for the accounting period, less the amount 
contributed by the employees, if any. 

The Finance Branch calculated the imputed financing costs and provided the 
amount to the Office of Personnel Management (OPM). The Finance Branch 
would need to establish the appropriate accounts in order to record the costs in 
the Agency's financial management system. The Agency calculated the 
"imputed " cost as $11 million, which is the difference between the true cost of 
providing future benefits to employees and the employer and employee 
contributions remitted to OPM. 
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Capitalized Lease 

The Agency did not identify and record as a capital lease a photocopy machine 
that met applicable criteria. A portion of the lease amount (approximately 
$24,000 of the $36,600 total cost) should have been recorded as capitalized 
equipment as well as the related liability and depreciation. 

The Agency policy is to capitalize equipment costing more than $10,000 and 
depreciate photocopy equipment over a period of five years. Capital leases, as 
defined by SFFAS No. 6, transfer substantially all the benefits and risks of 
ownership to the lessee. Leases are capitalized, if at inception, the lease: 

• Transfers ownership of the property to the lessee by the end of the lease 
term; 

• Contains an option to purchase the leased property at a bargain price; 

• The term is equal to or greater than 75 percent of the estimated economic 
life of the leased property; or 

• The present value of rental and other minimum lease payments, excluding 
that portion of the payments representing executory cost, equals 90 percent 
of the fair value of the leased property. 

In June 1999 the Agency entered into a lease agreement for a photocopy 
machine. The lease plan was for 60 months at $610 per month, for a total of 
$36,600, of which $27,600 related to leasing costs and $9,000 related to 
maintenance. Since the lease term equals the depreciation period used by the 
Agency for photocopy equipment, we concluded that the term of the lease is 
greater than 75 percent of the estimated economic life of the leased property 
and the machine should be capitalized. 

Amortization of Computer Software 

The Agency did not record nearly $78,000 in amortization of capitalized 
automated data processing software. Approximately $4,500 was applicable to 
FY 1999 and $73,500 was for prior years. 

SFFAS No. 6 refers to the SGL for identification of capitalized software. The 
SGL definition of Information Technology Software includes the capitalized cost 
of purchased off-the-shelf software and provides for related amortization. 

The Agency depreciates computer equipment over a period of 3 years. We 
applied the same basis for software. The Agency capitalized nearly $78,000 of 
computer software purchased in FY 1997 or before. This software should have 
been mostly amortized in prior fiscal years, and was fully amortized as of 
September 30, 1999. The portion applicable to FY 1999 of $4,529.63 was the 
final amortization expense for $13,588.88 of software purchased in FY 1997. 
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Depreciation 

The Agency incorrectly recorded depreciation expense in FY 1998, which 
resulted in a $6,343 overstatement of accumulated depreciation in FY 1999. 

SFFAS No. 6 states that depreciation expense shall be recognized. Depreciation 
is the systematic allocation of the cost of property over its useful life. Property 
is recognized when title passes or it is delivered to the entity. 

The NLRB depreciates computer equipment over a period of 3 years. Computer 
equipment costing $19,030 was received in October 1998 and paid for in 
November 1998. Depreciation expense of $6,343 was incorrectly recorded in FY 
1998, which then resulted in an overstatement of the accumulated 
depreciation in FY 1999. The accumulated depreciation on this equipment was 
recorded as $12,687 as of September 30, 1999, but should have been $6,343. 

Recommendations 

We recommend that the Finance Branch Chief: 

2. Establish accounts to record workers' compensation and imputed financing 
costs in future years; 

3. Record a capitalized lease and related liability and depreciation for the 
photocopy machine; 

4. Record accumulated amortization on the computer software purchased in 
FYs 1995, 1996, and 1997; and 

5. Adjust accumulated depreciation on computer equipment acquired in FY 
1999 rather than FY 1998. 

Management's Comments 

Management agreed with the findings and took action to implement most 
recommendations. The accounts were established to record workers' 
compensation and imputed financing costs and the Finance Branch Chief is 
determining the amounts to be recorded. The capitalized lease and 
corresponding liability have been posted; the depreciation will be recorded by 
December 31, 2000. The appropriate entries were made to record the 
accumulated amortization on computer software and accumulated depreciation 
on computer equipment. 
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COMPLIANCE WITH LAWS AND REGULATIONS 

Management of the NLRB is responsible for complying with laws and 
regulations applicable to the Agency. Exclusive of FFMIA, we found no 
instances of noncompliance with laws and regulations that would have to be 
reported in an audit of the financial statements. We found the Agency's 
financial management systems substantially complied with the SGL at the 
transaction level. The financial management systems did not substantially 
comply with the Federal financial management systems requirements or 
Federal accounting standards. 

In an audit of the Agency's financial statements, a report on compliance with 
laws and regulations would be prepared to conclude whether or not the Agency 
was in compliance with laws and regulations that would materially impact the 
financial statements. For FFMIA, the auditor must report on whether the 
Agency's financial management systems substantially comply with the Federal 
financial management systems requirements. Federal accounting standards, 
and the SGL at the transaction level. 

The financial management systems did not substantially comply with the 
Federal financial management systems requirements. The OIG Review of 
Information Systems Security reported the Agency was not in full compliance 
with government-wide policy requirements. 

The financial management systems did not substantially comply with Federal 
accounting standards. As discussed previously in this report, the Agency did 
not record workers' compensation and imputed financing costs. Federal 
accounting standards require that these items be recorded in the SGL 
regardless of whether financial statements are prepared. 

INTERNAL CONTROL 

We considered one matter, information security, involving the internal control 
and its operation to be a material weakness. With respect to internal controls 
related to performance measures, we obtained an understanding of the design 
of significant internal controls but do not provide an opinion on such controls. 

A report on internal control identifies reportable conditions and material 
weaknesses. Reportable conditions are matters relating to sufficient 
deficiencies in the design or operation of the internal controls that could 
adversely affect the Agency's ability to record, process, summarize, and report 
financial data consistent with the assertions by management in the financial 
statements. Material weaknesses are reportable conditions in which the design 
or operation of one or more of the internal control components does not reduce 
to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and 
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not be detected within a timely period by employees in the normal course of 
performing their assigned functions. 

We identified material weaknesses in the Agency's financial management 
systems. The OIG Review of Information Systems Security reported access 
controls over financial systems need improvement and raised significant 
concerns about the reliability, accuracy, integrity, and completeness of the 
information maintained in the financial systems. The report further stated the 
Finance Branch had not developed adequate segregation of duty controls to 
prevent one person from performing incompatible functions, and service 
continuity controls did not provide sufficient protection against the impact of a 
local or national disaster or significant business disruptions. 

MANAGEMENT LETTER 

We identified several conditions that would be reported to management in a 
letter rather than in the report on internal control. These involved T&A and 
capitalized and sensitive property. 

Time and Attendance 

The Agency did not maintain adequate control over T&A in accordance with 
GAO Office Policy and Procedures Manual for Guidance of Federal Agencies, 
Title 6 - Pay, Leave, and Allowances, dated March 22, 1996, and Agency policy. 

We found the following results in our inspections of four Regional Offices. 

• Sick leave in all four offices was not advanced in accordance with Agency 
policy. 

• Bi-weekly T&A reports were either not regularly approved or a significant 
number were not approved in three offices. 

• Accurate work schedules evidencing supervisoiy approval did not exist in 
three offices. 

• Credit hours earned by employees were not recorded into the Agency's 
official records in two offices. 

• A significant number of leave slips were not maintained in two offices. 

• One office had an inappropriate person performing T&A activities. 

We performed comparable procedures at the Division of Judges in Washington. 
Of the 50 sick leave transactions reviewed we found: 10 were not supported by 
a leave slip; 14 leave slips were not approved by the supervisor; and 1 was not 
signed by the employee. Of the 50 annual leave transactions reviewed we 
found: 3 were not supported by a leave slip; 23 were not approved by a 
supervisor; and 1 was not signed by the employee. We reviewed the bi-weekly 
T&A reports related to the sick leave and annual leave transactions tested, 100 
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transactions in total. We found that: 93 were not initialed by the timekeeper; 2 
were not initialed by the employee; and 42 were not signed by the supervisor. 

These results were comparable to the findings reported in the OIG Evaluation of 
Time and Attendance Practices. We made multiple recommendations in that 
audit report for Agency-wide improvements. Management agreed to implement 
all but one of the recommendations. On June 19, 2000, the Director of 
Personnel issued a memorandum to all Agency employees that addressed many 
of the recommendations. When the remaining recommendations are 
implemented, T&A deficiencies in the Regions and the Division of Judges 
should be addressed. 

Capitalized and Sensitive Property 

Results obtained in three of the four Regional Offices we inspected showed 
that: official property records did not accurately reflect computer equipment at 
Regional Offices or the locations within the offices; records maintained by 
Regional Office staff did not accurately identify computer equipment in their 
office; and that computer property records maintained by Regional Offices were 
not in agreement with the official property records maintained at Headquarters 
by the Information Technology Branch. We also found that controls over 
computer equipment sent from Regional Offices to Headquarters for repair were 
not sufficient. 

We selected a judgmental sample of 15 pieces of capitalized property from 
Agency records to verify the equipment's existence and the accuracy of the 
records. We found problems with six items, 40 per cent of the items reviewed. 
Serial numbers provided by Regional Offices did not match property records for 
three items. Two of these three did not have a bar code number. We also had 
one occurrence of three other errors: the property description in official Agency 
records was inconsistent with information provided by the Regional Office, 
property that was excessed was not annotated as such on Agency property 
records, and the bar code number provided by the Regional Office did not 
match official Agency property records. 

OIG plans to schedule an audit of controls over automated data processing 
equipment in FY 2001. 
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EXHIBIT 


Reports Relied Upon in the Audit of NLRB's 
FY 1999 Accounting and Reporting Systems 


Title 

Report Number 

Date Issued 

Accounting and Reporting Systems 
in the Brooklyn Regional Office 

OIG-INS-06~00-03 

July 6, 2000 

Accounting and Reporting Systems 
in the Cleveland Regional Office i 

OIG-INS-07-00-04 

July 6, 2000 

Accounting and Reporting Systems 
in the Seattle Regional Office 

OIG-mS-08~00 05 

July 6. 2000 

Accounting and Reporting Systems 
in the Chicago Regional Office 

OIG-INS-09-00-06 

July 6, 2000 

Evaluation of Time and Attendance 
Practices 

OIG-AMR-29-00-01 

February 23, 2000 

Review of Information Systems 
Security 

OIG-AMR-30-00-03 

September 29, 2000 
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UNITED STATES GOVERNMENT 
National Labor Relations Board 

Memorandum 



November 30, 2000 

TO: Jane Altenhofen 

Inspector General 

FROM: Gloria Joseph 

Director of Administration 

SUBJECT: Draft Report {OIG-F-8-OO-xx) 


This is in response to your memorandum, dated October 24, 2000, regarding the Draft Report "Audit of 
NLRB’s Fiscal Year 1999 Accounting and Reporting Systems”. 

Attached are five action plans that outline the specific actions, which have been taken with regard to each 
of the five recommendations. Actions in response to four of the five recommendations have been 
completed. Recommendation 3 of 5 has a target completion date of December 31 , 2000. 

We have no comment on any other aspect of the report. Please contact me on 273-3890 if you have any 
questions. 

Attachment 


Cc: Chairman 

General Counsel 
Finance Branch Chief 
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